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NATIONAL ECONOMIC POLICY 


PRC JOURNAL EXPLAINS LAW OF VALUE, ENTERPRISE MANAGEMENT 
Beijing JINGJI GUANLI in Chinese No 5, 25 May 79 pp 58-61 HK 


[Article by Li Chengxun [2621 2052 8113] and Tang Fengyi [0781 6265 5030) 
“Law of Value and Enterprise Management" ] 


[Text] Factory and mine enterprises are economic organizations centering 
on production. All economic activities of enterprises are governed by defi- 
nate economic laws. Hence, doing things according to economic laws is a 
fundamental demand placed on enterprise management. Primarily “scientific 
management" means management which conforms with objective economic laws. 
Doing things according to the law of value is very important for improving 
the level of management and changing the backward features of the economy 
and management. 


If we want to do things according to the law of value we must fully under- 
stand what the law of value is and how to embody the requirements of law in 
enterprise management. In addition, in our economic practice we should con- 
tinue to increase our knowledge of the law of value. Only by so doing can 
we insure the smooth progress of production and circulation and achieve the 
anticipated economic results. 


1. What Is the Law of Value 


The law of value is not a law peculiar to socialist society. It is a uni- 
versal law of a commodity economy. So long as there are commodity production 
and commodity exchange there is law of value. 


The so-called law of value means that socially necessary labor time determines 
the amount of value and that commodity production and exchange must be car- 
ried out on the basis of socially necessary labor time (or social value). 
Exchange of equal values in commodity exchange, is an expression of the law 
of value. 


Value is a crystallization of labor. Labor is measured by time. A definite 
labor time represents a definite value. Under normal conditions, the labor 
time (individual labor time) spent to produce a certain commodity varies with 
different producers. But the same commodity cannot possibly have several 
values. The reason is that the amount of commodity value does not depend on 

















individual labor time (if it did, then the clumsier and more backward one 

is the longer the ‘abor time and the greater the value. This is contrery 

co the general facts of life’. It is determined by the socially necessary 
labor time, that is, the labor time spent to produce < certain commodity 
under normal production conditions of society (normal technical equipment) 
and with the average proficiency and labor intensity. If more time is required 
there will be losses because the amount of labor expended over and above 

. the socially necessary labor time is wasted and is not recognized by society. 
Conversely, if less time is spent and if efficiency is greater, there 
will be more social value and a surplus will result. I is precisely because 
of this that in the market both parties exchange their commodities on the 
principle of equalizing the social values contained therein. Otherwise, the 
law of value will be violated and the development of commodity production 
will be adversely affected. 


How is this objective requirement of the law of value fulfilled? Who knows 
how much the socially necessary labor time or social value of a certain com- 
modity is? This will depend on how commodities are priced. Price is the 
monetary expression of value, while value is the objective base of price. 
Through commodity prices, market conditions ("quotations") are grasped and 
losses and gains in commodity production and exchange are measured. Price 
and value are not invariably identical. Prices often rise and fall because 
of changes in supply and demand. But the rise or fall of prices invariably 
has its limit. If the price is too high, commodity supplies will increase; 
if supply exceeds demand, the price will fall. It cannot fall to a very low 
level; if the level is too low and producers make too little profit or suffer 
a loss, commodity supply will decrease and demand will exceed supply, in which 
case, prices will rise again. The rise and fall of prices center on value 
and cannot deviate from value too far or too long; otherwise, it will disrupt 
production. The objective requirement of the law of value (that is, produc- 
tion and exchange must be carried out on the basis of value) is fulfilled 
through the fluctuations of prices centering on value. The regulating ac- 
tion of the law of value on production and circulation and its accelerating 
action on techniques and production are also realized through this spontane- 
ous movement of prices. Under such conditions, the law of value decides the 
destiny of commodity producers. if they are successful they may make a for- 
tune. If they fail, they will lose money, become bankrupt and even come to 
ruin. To make money and compete without becoming bankrupt, businessmen must 
take great pains to build up their enterprises ari pay attention to careful 
calculations and strict budgeting. Proceeding from their immediate inter- 
ests, capitalists pay particular attention to market “quotations” and, on 

the basis of market conditions, they improve their operations, cut down con- 
sumption and production costs, improve quality, raise efficiency and accelerate 
turnover so as to make the largest amount of profits possible. These are the 
requirements of the law of value. It is on this basis that capitalist in- 
dustrialization and modernization are achieved! 


lo be sure, these expressions are found when the law of value acts on the 
basis of private property, particularly in a capitalist system. However, 
in a socialist society ownership is different and the social system is dif- 
ferent. Thus, the characteristic of the action of the law of value is dif- 
ferent. In socialist society, the law of value is bound up with the law of 
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the planned development of the socialist national economy. While prices of 
ma‘cz commodities in our country are also based on value, they are not marked 
by spontaneous fluctuations. Instead, they are determined and regulated by 
the state. In spite of this, the law of value will assist itself and still 
play a definite role in regulating production and circulation since commodity 
production still exist and must be vigorously developed in socialist society. 
Are the fixed prices reasonable? Is the price level high or low? Are mar- 
ket conditions reflected accurately? Are prices readjusted at the right time? 
Such questions will greatly affect normal progress and the development of 
production and circulation. One who does not recognize this objective action 
will be punished. Under the disruptive effect of the left-learning line of 
Lin Biao and the "Gang of Four,” the law of value, business accounting, scien- 
tific management and economic results were disregarded with the result that 

we suffered greatly for it and the national economy came to the brink of 
collapse. Now, if we want to readjust enterprise management, shift the cen- 
ter of gravity to modernization and accelerate the realization of the Four 


Modernizations, we must do things according to economic laws, particularly 
the law of value. 


2. Relationship Between the Law of Value and Enterprise Management 


Specifically speaking, what is the relationship between the law of value and 
socialist enterprise management? What are tne requirements of the law of 
value with regard to enterprise production management? We think the central 
questions are how to achieve greater economic results with the same expen- 
diture of labor or to achieve the same results with less expenditure of labor, 
and how to insure that individual value is in line with and, as far as pos- 
sible, below the social value. To illustrate these questions we may make a 
further analysis of commodity value to understand the relations of the law of 
value with planned targets and quota management. 


The value of any commodity is composed of three parts: One consists in the 
value of the means of production expended; another in the value equivalent to 
wages created by laborers; and the third in the value created by laborers 
which is in excess of their wages. This last part is the source of socialist 
accumulation and the base for enlarging reproduction. In other words, the 
first two parts are equivalent to the cost of commodity production while the 
last is equivalent to gains. In practical work, gains are split into tax 
revenue and profits. Under normal circumstances, the main targets set in 
enterprise plans reflect the average level of socially necessary labor time. 
Through quota management, enterprises ccmpare their actual production level 
with the targets (socially averaged level) and take measures to achieve the 
anticipated aim of cutting down consumption or gaining greater results. In 
this way, the requirements of the law oi value have direct relations with 
quota management and enterprise operation. For example, according to the 
requirements of the law of value, enterprises must strengthen ‘heir manage- 
ment of fixed and circulating assets and cut down consumption >f materiai- 
ized labor. 








Machinery, factory building, warehouses, roads and means of transport in- 
side the factory--these fixed assets are wholly thrown into operation in 

the process of labor and are used year round. Along with wear and tear, 
value is gradually transferred to new products. The greater the proportion 
of this part of value to the value of products, the higher the cost and the 
greater the individual value of products. If prices remain unchanged, gains 
will beco- correspondingly smaller. Therefore, the main task of enterprises 
in managing their fixed assets is te dispose production equipment as far as 
possible according to the actual needs of production, raise the equipment 
utilization ratio and the ratio of equipment in good condition, and change 
the former phenomenon of overstocking and waste and the irrational practice 
of neglecting maintenance and upkeep which results in excessive weer and 


tear of equipment. It is a great waste to keep production idle without any 
reason. 


Similarly, the less that circulating assets like materials are consumed in 
production. the lower will be the cost of production, the smaller the indi- 
vidual value and the greater the gains. For this reason, enterprises must 
strictly examine consumption of materials, strive to lower the consumption 
quotas continuously and do everything possible to avoid wear and tear of 
materials in the process of transportation and storage. 


Furthermore, according to the requirements of the law cf value, enterprises 
must economize on manpower to the fullest extent. Other things being equal, 
the amount of labor included in a unit product is in direct ratio to cost and 
in laverse ratio to gains. How can the loss of such labor be cut down? To 
do so, it will be necessary to improve the labor organization, practice ra- 
tional division of labor and cooperation, raise the attendance rate and uti- 
.ize the labor of workers in the most effective way. 


in adcition, some aspects not only involve the value of commodities but also 
the use-value. They not only have a bearing on the economy of materialized 

labor but also on the economy of labor. They all embody the requirements of 
tne Law of value. Examples of this include strengthening the quality manage- 


ment of enterprises, improving product quality and carrying out technical re- 
(Orms. 


Product quality refers to the efficacy of the use-value of commodities. Use- 
value is the material vehicle of value; things without use-value cannot pos- 
sibly have value. Defective and inferior goods cannot possibly have the same 
-alve as products of superior quality though they may have cost the same 
smount of labor. Fine quality products can go twice or three times as far 
is general products. Pricing according to quality--better prices for high 
quality--reflects the objective requirement of the law of value. The quality 
{ products not only directly affects their reputation and sale, thereby 
affecting the income and profits of the enterprises concerned, but also pro- 
luces great effects on the quality of products turned out by the users and 
their economic results. Therefore, the law of value demands that all enter- 
prise personnel firmly establish a quality-is-first viewpoint. Developing 














technical innovations and adopting advanced technology ana equipment is 

the fundamental way of raising labor productivity and cutting down the 
labor in unit products. It creates conditions for improving the quality 

of products, cutting down consumption of materials and decreasing the de- 
preciation of fixed assets shared by unit products. Therefore, technical 
inaovation is the key to raising the productive forces, improving the eco- 
nomic result and cutting down labor expenditures. This shows how close the 
relationship is between the law of value and enterprise management. 


3. How to Utilize the Law of Value to Strengthen Enterprise Management 


iow can we strengthen the operation and management of enterprises according 
to the requirements of the law of value? In this respect, the disruptive 
activities of the Lin Biao and the “gang of four” have thrown people's minds 
into confusion. In bringing order out of chaos, it will be necessary to sum 
up our positive and negative experiences seriously and go a step further to 
devise a new approach in our future work. 


For instance, enterprises may put into practice the settlement system--intra- 
lactory business accounting. In the past, the state allowed factory leader- 
ship to assume full responsibility for eight economic and technical targets. 
The administrative offices paid some attention to the targets. Shops and 
teams-groups assumed no responsibility and did not care much about whether 
targets were fulfilled or how much costs and profits were. The enthusiasm 

of laborers and administrative office cadres for management could not be 
brought into play and the operation and management of enterprises could not 
be successfully carried owt. In the last year or two, some factories have 
put the intrafactory business accounting system into practice. In the same 
way as the state assesses factories, the factory management comprehensively 
assesses the way the shops have fulfilled their economic and technical tar- 
gets. Likewise, the shops correspondingly assess the way the teams-groups 
have fulfilled their targets. The factory management divides the targets 

and makes them known to various shops as well as to the administrative of- 
tices concerned. This forms a system of economic responsibility, under which 
various administrative offices, shops, and teams-groups join in carrying out 
business accounting. 


Within the factory, supply-goods meetings may be held and supply-needs con- 
tracte may be signed between shops and between administrative offices and 
shops. Under the contracts, products supplied between shops are priced ac- 
cording to quality, and penalties are imposed on the party that violates the 
contract. To link up supplies and needs between shops or between administra- 
tive offices within the factory, some factories have printed intrafactory 
settlement certificates (also called checks) which are circulated within 

the tactory. 


These certificates are issued by factory management according to quotas at 
the same time that production tasks are transmitted to various shops each 
month. Shops use these certificates to make payment when receiving equip- 
ment and supplies, ashing checks, settling labor service accounts and 











turnisa “omey over to higher authorities. Some units have put into prac- 
tice . «system of knweping expenditures within the limit of settlement cer- 
tificates. Sheps must keep expenditures within the limit of their income, 
offset expenditures with income and pay interest on loans. This should be 
reinforced with a system of rewards and penalties. 


Strengthening the intrafactory business accounting system is a new attempt 
to utilize the law of value in improving enterprise management. The results 
of preliminary trials by some units have proven it to be an effective way of 
changing the {: ‘wr practice of “eating from the same pot." It will urge 
shops, teams, grevugs and administra.ive offices within a factory to make 
careful calculat’. amd strict budgeting, cut down consumption, lower costs 
and increase their ‘acesw. It will also make the whole body of staff and 
workers do things «siu*clously according to the law of value. We believe 
that provided everybody sets his mind free and uses his brains in the prac- 
tice of enterprise management, more and better methods will be devised. 


Of course, if we want factories to achieve actual business accounting re- 
sults and persevere in doing so, we must implement the principle of material 
interests and make shops and laborers interest themselves in the production 
results from the standpoint of their material interests. For example, when 
dividing the targets for transmission to shops, teams and groups, some enter- 
prises Launch small-target emulations. The enterprises concerned record 
marks according to the way the targets have been fulfilled, compute and 
issue bonuses according to the marks of those that have overfulfilled their 
targets. In this way, planned targets, labor emulations and material revards 
are organically combined, with the results of enterprise operations inte- 
grated with the material interests of shops, teams, groups and individuals. 
i'm making internal settlements, some enterprises carry out independent busi- 
ness accounting and calculate their own profits and losses. It is stipulated 
that those shops or teams-groups that have fulfilled their production tar- 








sets, cut down consumption and saved some certificates may retain a percentage 
of Coe savings at their own disposal, and that shops may set aside a percentage 


f their savings as rewards to their staff and workers. If tasks have not 
seen fulfilled for subjective reasons, economic responsibility may be assumed 
sceording te the circumstances of each case. This method clearly defines 

the economic responsibility and makes the staff and workers interest then- 
selves in the results of enterprise operation from the standpoint of their 
aterial interests, thereby effectively urging the whole body of workers to 
‘orm a clear idea of business accounting, increase their sense of responsi- 


‘tility as masters and increase production and cut down consumption by every 
oncetvable means. 


t should be pointed out that doing things according to objective economic 
avs te anything but the business of enterprises alone. While enterprises 
should utilize the law of value to do a good job of operation and management, 
the state should manage enterprises scientifically according to the law of 
valve. To this end, the system of economic management must be restructured, 
and efforts must be made in multiple spheres. However, the most important 

thing is to bring the relations between the state and enterprises gradually 
into the orbit of economic relations. In addition to planned guidance, the 








state sheuld utilize the law of value to regulate the economic activities 
of enterprises. For instance, the state should give enterprises a greater 
percentage of profits (as enterprise funds) start paying fees (or paying 
taxes) on fixed assets and improve the method of making credit loans for 
working funds. Furthermore, the state must enlarge enterprise righcs aid 
let enterprises enjoy appropriate rights to initiative in operation and 
have a greater reserve force. The state may enable enterprises gradually 
to determine their production according to sales and turn out products suited 
to needs so as to satisfy social needs better. For an enterprise to pro- 
duce products that are not suited to needs and for products to become over- 
stocked means a waste to society even though the enterprise has fulfi*ied 
its production plan. In such cases, the labor expended to produce the pro- 
ducts is not compensated for because the products cannot be sold. At the 
same time, the society’s needs for certain proéucts may not be satisfied. 
Thus, to fix production according to sales is not only the requirer: of 
the law of value but also the requirement of the basic economic le. o: 
socialisn. 


In short, only when enterprises do things more conrciously according to 
objective laws, correctly apply the law of value and keep improving their 
management while the state simultaneously aids and regulats them with re- 
gard to initiative and objective conditions, can they be urged to increase 
production, practice economy, achieve the maximum economic results and con- 
tribute to satistying the ever growing material and cultural needs to the 
greatest extent. 


CSO: 4006 











NATIONAL ECONOMIC POLICY 


PRC ECONOMIC JOURNAL ANALYZES THE BONUS SYSTEM 
Beijing JINGJI YANJIU in Chinese No 6 20 Jun 79 pp 39-43 HK 


[Article by Sun Keliang [1327 0344 0081]: “Are Bonuses Merely Rewards for 
Overfulfilling Quotas?--Tentative Remarks on the Essense of Bonuses" ] 


[Text] An argument is now prevalent that hourly wages are rewards for ful- 
filling quotas and bonuses are rewards for overfulfilling quotas. I think 
it is worthwhile to probe into this formulation on the essence of bonuses. 





To begin with, we cannot simply reduce hourly wages to rewards for fulfill- 
ing quotas. The reason is that in principle hourly wages are determined by 
the average amount of labor done by laborers of the same grade while quotas 
are determined by the averagely advanced level of the amount of labor done 
by laborers of the same grade. That is to say, hourly wages and quotas are 
not quantitatively determined in entirely identical ways. In addition to 
this, as a general rule the increase of hourly wages should be slower than 
the increase of labor productivity, but this is not true for the increase of 
quotas. Under normal conditions, the increase of quotas should be more or 
less equivalent to that of labor productivity. This shows that in terms of 
the rate and level of changes, hourly wages and quotas are also not identical. 
[f hourly wages are really the complete expression of rewards for fulfilling 
quotas, then any change in quotas should cause hourly wages to change in the 
same direction and at the same level, and each rise in quotas should cause 
hourly wages to go up in the same proportion. But this is not the case with 
the actual situation. Furthermore, our country has merely determined unified 
standards for hourly wages for various industries and departments but has not 
determined unified standards for quotas. Because of this, there is a dis- 
parity in quotas between identical types of work in different enterprises, 
but there are numerous instances where hourly wages are exactly the same. 

The argument that equivalent hourly wages can be taken simultaneously as 
rewards for fulfilling several different quotas, is theoretically an unten- 
able argument. This being the case, it is not appropriate, under the pres- 
ent conc’ ‘ions in our country, to view hourly wages as rewards for fulfilling 
quotas. 


From the above analysis it may be inferred that as a rule the increase in 
quotas is faster than the increase in hourly wages and that because of this 
hourly wages are often not enough to cover up the total labor expenditure. 











This deviation from the principle of distribution according to work can 
only be rectified by means of bonuses. Therefore, in putting the bonus 
system into effect it is reasonable to grant minimum bonuses to those who 
have reached the work norm. 


If “bonuses are rewards for overfulfilling quotas" is a scientific formula- 
tion of the essence of bonuses, then the implications of all kinds of bonuses 
should be explained by this unified conception. However, it is not appli- 
cable to all kinds of bonuses. For example, the safety bonus, full attend- 
ance bonus and on schedule bonus granted by departments of industry, communi- 
cations and transport can hardly be interpreted as “rewards for overfulfilling 
quotas." The reason is that safety, full attendance and running on schedule 
do not result in overfulfilling quotas. However, they are expressions of 
good work that should be encouraged and rewarded. Confronted with this state 
of affairs, the argument that “bonuses are rewards for overfulfilling quotas" 
is untenable. In the defition, “bonuses are rewards for overfulfilling quotas," 
the main part is played by quotas. It gives one the impression that whether 
bonuses are granted or not and how much is granted depends on whether quotas 
are high or low. But quotas are not the natural attribute of labor. Quotas 
are artificially developed as standards to examine the expenditure and re- 
sults of labor. To mix the concept quota with the point at issue will hinder 
us from making a pure investigation into the relationship between bonuses and 
labor itself, and, consequently, from accurately revealing the essence of 
bonuses. Besides, there are many difficulties at present, making it impos- 
sible to determine the fixed amount of labor. Does this mean that this type 
of labor should not be encouraged and rewarded? Of course, it should be en- 
couraged and rewarded. Lenin said: “Include the bonus system in the whole 
wage system of the whole body of Soviet staff and workers." (Lenin: "Col- 
lected Works," "Decision on the Work of Vice Chairmen of People's Committees 
and Labor Defense Committees," Vol 33 pp 299-300). His words signify the 
need to enforce the reward system among all types of labor. Certainly this 
reward system should not depend on whether quotas can be determined for cer- 
tain types of labor. From this it will be seen that there are great limita- 
tions in the notion that “bonuses are rewards for overfulfilling quotas." 


The socialist principle of distribution according to work demands the insti- 
tution of a form of reward that can sensitively and accurately reflect the 
amount and quality of labor performed by laborers and the actual changes in 
the results of labor and insure that laborers are duly rewarded according to 
different circumstances for change in each period. Since hourly wages can- 
not independently meet this requirement, bonuses emerge as they are required. 
When they emerge, bonuses are closely bound up with three essential factors: 
amount of labor, quality of labor and results of labor. In investigating the 
essence of bonuses we must start from these three essential factors. 





Labor is an indivisible unity of the amount and quality of labor. The results 
of labor depends on the common action of the amount and quality of labor. 

The amount of labor expressed by a definite work day is generally a constant 
quantity, such as an 8-hour work day. In this situation, this results of 
labor can only be illustrated by different qualities of labor. The factors 
determining the quality of labor may be divided into two types: constant 








factors and vaciable factors. The complexity of labor, labor intensity and 
the proficiency of laborers are kept steady for a comparatively long time. 
They belong to the constant factors of labor quality. Corresponding to these 
are the laborers’ attitude to work, their enthusiasm for work, and their 
sense of responsibility, initiative and creativity. These are the variable 
factors of labor quality. Through this differentiation we may go a step 
further and regard labor as the unity of constant and variable factors. With- 
in this unity, the constant factors of labor determine that part of the labor 
expenditures remain steady and constant for a definite period of time. This 
characteristic demands that rewards for this part of labor expenditure should 
also remain relatively fixed. Hourly wages provide this type of labor reward. 
Hourly wages are the relatively fixed part of labor reward and are connected 
with and determined by the constant factors of labor. 


In addition to the constant factors of labor, the activities of the variable 
factors of labor are expenditures of a part of labor and characterized by 
constant changes. Variable labor rewards should also be used to suit this 
part of variable labor expenditures. In practice, this form of reward is a 
bonus. The principle of distribution according to work demands that only 
when the variable factors of labor result in increased production will bonuses 
fulfill their mission. What criterion do we use to measure an increase in 

the variable factors of labor? It is the result of labor. 





The relationship between the result of labor and the variable factors of 
labor is this: All other things being equal, changes in the results of labor 
performed by workers or differences in the results of labor performed by 
workers _f the same grade is determined entirely by the variable factors of 
labor. Because of this relationship, increasing the variable factors of 
labor will inevitably lead to a situation in which workes perform more labor 
and provide more products and value, that is to say, they achieve greater 
results of labor. Thus, through the results of labor we can determine the 
direction in which the variable factors of labor change and the level they 
have reached. 


From this analysis we can draw the following conclusion: Bonuses are the 
variable part of labor rewards, the compensation for the labor expenditures 
caused by the variable factors of labor and rewards for raising the variable 
factors of labor. 


‘his understanding of the essence of bonuses has extensive adaptability and 

can provide a reasonable explanation of various types of bonuses. For example, 
che safety bonus, full attendance bonus and on schedule bonus mentioned above 
may be explained as rewards to laborers for their strong sense of responsi- 
bility, correct attitude to labor and hardworking spirit and also as compen- 
sation for a definite amount of labor expended to achieve these results. By 
extension we can see that any labor, irrespective of whether a quota can be 
determined for it, is inevitably effected by the variable factors of labor. 
This means that bonuses may and should be applied to every sphere and every 
department of social labor. 
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In practice, for the sake of unified and convenient investigation into the 
actual contributions made by laborers, all production departments, which 

can determine the standard of required labor expenditure, must work out labor 
quotas ana use these quotas as the criterion for granting bonuses. Does 

this course of action conform with the essence of bonuses? The answer is 
yes. This is because when working out quotas our main consideration is to 
make laborers display their drive and latent potential and to perform labor 
of a high quality (this labor of high quality is determined by the variable 
factors of labor) for a definite period. Therefore, the quotas must be ad- 
vanced on an average basis and can be fulfilled by laborers through great ef- 
forts. These “efforts” are in fact variable factors of labor. In this sense, 
we may entirely regard labor that fulfills and overfulfills quotas, as being 
determined by the variable factors of labor. Moreover, this part of labor 
expenditure is also variable and should be compensated for by the variable 
part of labor reward--bonuses. This tallies with the essence of bonuses. 
However, this understanding takes the connection between bonuses and the 
variable factors of labor as the starting point. It does not mean that the 
essence of bonuses is “reward for overfulfilling quotas." 


To stimulate a sustained and effective increase of the variable factors of 
labor, it is necessary to work out scientific and advanced labor quotas and 
to promptly revise and raise out-dated quotas. Only by granting bonuses 
according to this quota standard is it possible to conform with the essence 
of bonuses and to bring the role of bonuses into play in ceaslessly develop- 
ing the variable factors of labor to move production forward. To represent 
bonuses sweepingly as “rewards for overfulfilling quotas" will certainly 
prompt certain staff and workers to maintain low quotas so that they can 

get bonuses easily. These backward, low quotas can only prevent an increase 
in the variable factors of labor. To grant bonuses on the basis of such 
quotas will certainly bring about egalitarianism and prevent bonuses from 
bringing their role effectively into play in promoting production. Thus, 
the egalitarian deviation existing in the present reward system fundamentally 
runs counter to the essence of bonuses. 


If we go a step further and investigate the argument that “bonuses are re- 
wards for overfulfilling quotas," we may believe that it is not an accurate 
formulation of the essence of bonuses and not even an accurate generaliza- 
tion of the phenomena of bonuses. We should cite an example to illustrate 
this point. The daily standard wage of a certain worker is two yuan. Assunm- 
ing he overfulfills his production task by 50 percent in a workday, the 
bonus granted to the worker would be one yuan (here we are using hourly 
wages as “rewards for fulfilling quotas") if rewards were given strictly 
according io the concept "bonuses are rewards for overfulfilling quotas." 
In actual fact, since bonuses are different from hourly wages, the bonus 
given to the worker by the enterprise may only be 0.50 yuan. Obviously, 
the 0.50 yuan bonus is not a full reward for overfulfilling the quotas. 
Under such circumstances, bonuses are not so much rewards mainly for over- 
fulfiliing quotas as rewards for outstanding labor achievements. I think 
the primary significance and purpose of bonuses lie not merely in rewarding 
labor but also in praising and encouraging outstanding labor achievements. 
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Here are the greatest characteristics and merits of bonuses compared 
with other forms of rewards such as hourly wages and post allowance. 


The great teacher Lenin pointed out: "Distribution is a method, instru- 
ment and means to increasing production." (Lenin: "Collected Works," 
"Speech at 3rd Conference of All-Russia Grain Work," vol 32, p 439). His 
words profoundly expound the momentous significance and purpose cf material 
incentives. From analysis of the essence of bonuses it will be seen that 
bonuses are not merely a form of labor reward for performing the function 
of distributing according to work but also an effective form of material 
encouragement. It is not simply a passive form of distribution subordinate 
to production; it is also a "method, instrument and means to increase pro- 
duction." Theory and practice indicate that bonuses are the greatest en- 
couragement (or stimulation) to raising and developing the variable factors 
of labor. They can stimulate and maintain the initiative, creativeness and 
sense of responsibility of laborers and will enable them to have an economic 
interest in ceaselessly improving their labor achievements, thereby provid- 
ing a reliable guarantee from the laborers themselves for the sustained de- 
velopment of production. The more we improve and develop the bonus system, 
the more we should attach importance to the role of bonuses as material en- 
couragement and the more we should bring the role of bonuses into full play. 


If bonuses are regarded as a form of labor reward reflecting the variable 
factors of labor, such a viewpoint will help us solve practical problems 
in our present reward work, such as a rational source of enterprise reward 
funds (namely, bonuses). 


The variable factors of labor will inevitably cause changes in the results 

of labor. Therefore, bonuses reflect, with the aid of labor results, the 
variable factors of labor. In modern production, labor results depend to 

the greatest extent on the efforts of the collective. At the same time, 
society obtains products not from individual, isolated producers but from 
enterprises. For this reason, each laborer develops relations with society 
through enterprises, and the labor results of individual laborers are in- 
variably reduced to the total results of enterprise production. Uider such 
conditions, when evaluating the labor results of a certain person we must 

take as the starting point the total labor results achieved by the enterprise. 
This being the case, the relationship between bonuses and the variable factors 
of labor or the relationship between bonuses and the labor results of the in- 
dividual laborers are automatically changed into a relationship between 
bonuses and the total labor results of an enterprise. In commodity production, 
iabor results assume the form of price. Enterprise profits are the compre- 
hensive price index most fully reflecting the total results of enterprise 
production. This determines the necessity of connection between bonuses 

and profits. 


On the other hand, since the increase of production results attributable 
to an increase in the variable factors of labor will certainly manifest 
itseif as an increase in the net income of enterprises, this newly added 
net enterprise income may be regarded either as determined by the variable 
factors of labor or as created by that part of labor reflecting an increase 











in the variable factors of labor. Therefore, this replenished and created 
net enterprise income is the only rational source of bonuses. It is obvious 
that this part of replenished and created net enterprise income is included 
in enterprise profits, and to a considerable degree it determines the in- 
crease or decrease of enterprise profits. This illustrates further that 
bonuses have inevitable connections with enterprise profits and that the 
value created by the expenditure of labor for which it compensates is a part 
of the profits. Thus, bonuses should come from enterprise profits. Only 
profits are the objectively determined source of bonuses. 


With profits providing the only source of bonuses, bonuses can be turned 
into transmission belts linking the interests of three sides--the state, 
enterprises and individual laborers--and a barometer indicating the results 
of enterprise operations. In this way, the workers’ vital interests are 
closely bound up with the results of enterprise operations. This is very 
important, in encouraging the workers to take an interest in the results of 
enterprise production and in strengthening the democratic management of 
enterprises. Thus, on the basis of theoretical analysis and from the view- 
point of actual results, the only rational proposition is to take profits 
as the only source of bonuses. 


As things stand at the moment, conditions are not yet ripe for the all-round 
implementation of drawing bonuses from enterprise profits. However, we should 
exert efforts in this direction, vigorously create conditions, gradually aban- 
don the undesirable method of drawing bonuses from total wages, put into prac- 
tice as quickly as possible the bonus scheme of drawing a percentage of profits 
and make the bonus system play its part in the present work of economic re- 
adjustment. 
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NATIONAL ECONOMIC POLICY 


PRC ECONOMIC JOURNAL DISCUSSES ECONOMIC READJUSTMENT 
Beijing JINGJI GUANLI in Chinese No 7,25 Jul 79 pp 2-5 HK 


[Article by the editorial department of JINGJI GUANLI: "Restructure and 
Rectify in the Course of Readjustment"--passages in slantlines denote bold- 
print] 


[Text] The CCP Central Committee and the State Council decided to readjust 
the national economy in 3 years starting this year. This decision is very 
important and opportune. This is the first decisive battle to bring about 

a strategic shift of the work focus of the whole Party. If this battle is 
fought well and the proportional relations in the national economy are proper- 
ly readjusted, a solid foundation can be laid for triumphantly carrying out 
the Four Modernizations. 


The main objective in readjustment in 3 years is to bring about the propor- 
tional relations of heavy and light agriculture and the proportional reia- 
tions within the various departments and trades, and basically rational pro- 
portional relations between accumulation and consumption to guarantee the 
stable, protracted and high-speed development in the national economy. 


The course of readjusting the proportional relations in the national economy 
must be combined with reform in the economic management system. It is neces- 
sary to adopt an active and cautious attitude. Anything that hinders read- 
justment or the mobilization of initiative on all sides in the present eco- 
nomic management system must be reformed in accordance with the principles 
of the Third Plenum of the CCP Central Committee. At present, it is neces- 
sary to emphatically resolve the problems such as increasing the autonomy of 
the enterprises and appropriately draw a line between the authority of the 
Party Central Committee and the local governments over financial and material 
resources to facilitate the readjustment. 


In the course of readjustment and reform, it is necessary to continue to 
vigorously carry out the readjustment in the enterprises, set up a strict 
responsibility system for the various leading levels, set up and improve 
the effective scientific management systems and strive to raise the level 
of operations and management. At the same time, it is necessary to thor- 
oughly launch the maes movements to increase production and practice economy. 














Readjusting, restructuring, rectifying and improving is our policy. Read- 
justment is the key link. Once this key link is grasped, economic work can 
turn from the passive to the active. We must advance, restructure, rectify 
and improve in the course of readjustment. 


The work of readjusting the national «conomy must be carried out in con- 
junction with the restructuring of the economic management systen. 


The basic point of departure in the restructuring of the economic manage- 
ment system is to transform those relations of production and the superstruc- 
ture that hinder the development of productive forces and fully mobilize the 
initiative of the central departments, the various localities and the work- 
ing people and improve the productivity of labor in the entire society and 


achieve greater, faster, better and more economical results in developing the 
national economy. 





The present economic management system in our country was basically learned 
from the Soviet Union in the early period after the liberation of the whole 
country. This system has played an active role in the revival and develop- 
ment of the economy in our country. However, there are also many short- 
comings. The main one is the exercise of too much control over the plans and 
too rigid centralization. There is a unified allocation and delivery of pro- 
ducts. There is planned purchase and marketing by the state. Financially, 
there is unified revenue and expenditure and expenses are reported honestly. 
The enterprise has no independence and it is difficult to keep business ac- 
counts. The management does not respect cbhjective economic laws and merely 
relies on the administrative organizations and the “will of the officers” in 
handling the affairs. Under this management system there is too much concen- 
tration of the central departments and too little local authority. The power 
of the enterprises is even more limited. Whether or not the enterprise is 
managed well has no bearing at all on the material gains of the enterprise 
itself and of the staff and workers. The implementation of this management 
system causes the formation of overlapping organizations which curb one an- 
other. There is superfluous staff and low efficiency. Bureaucratism and 

the work style of government officers are becoming more serious problems. 

All this has greatly restricted and tied up the enthusiasm and initiative 

of the localities, enterprises and the broad masses of working people and 
hindered the productive forces from developing more quickly. 


Everyone has seen these shortcomings of the economic management system for 
many years and also carried out some restructuring. However, all these re- 
forms have centered on the subordinate relations between the central and local 
governments and the enterprises, and there have not been effective results. 
Experience shows that in the reform of the economic management system, prob- 
lems cannot be resolved by mere patch-up work. We must make a great deter- 
mination and carry out basic reforms before we can guarantee the smooth re- 
alization of the Four Modernizations. 


In order to fundamentaily eliminate the shortcomings in the present economic 
management system, it is necessary to carry out comprehensive and thorough 
reforms in the planning, financial, material resources, basic construction and 








enterprise management systems and in the systems of commodity prices, labor 
wages and foreign trade. The direction of reform is to admit that the so- 
cialist economy is commodity economy and that the law of value not only 
plays a regulatory role in the field of circulation, but also in the field 
of production. In the unified se-ialist production of commodities and 
commodity exchange, whether it in olves the means of livelihood or the 
means of production, it is necessary to implement the system by combining 
the regulation in plans and in the market, taking the regulation in plans 
as the key and place great emphasis on the role of market regula’ ion. 


In implementing this system, it is necessary to turn the enterprise into a 
truly independent unit of business accounting and make it shoulder responsi- 
bility for its own profits and loss. It is necessary to break down the bound- 
ary between administrative districts and administrative departments according 
to the principle of rational economy, form specialized or comprehensive com- 
panies of various types and manage the enterprise with methods that conform 
to economic laws to replace the present management of administrative organi- 
zations. In line with this, it is necessary to reorganize and simplify the 
administrative organizations at various levels in the central and local 
governments. After reorganization, the administrative organizations can no 
longer interfere with or direct specific economic undertakings, and they can 
concentrate their main efforts on assisting the leading Party and government 
organs at the same level to inspect and supervise the implementation of the 
general and specific policies of the Central Committee. At the same time 
they can thoroughly investigate and study major questions, put forth sugges- 
tions aud submit them to the leading organs for consideration and decision. 


To implement this system, it is also necessary to change the present system 
of submitting profits to the higher levels into the system of levying and 
collecting taxes on fixed assets (including land taxes), business tax and 
income tax, change the system of the state allocation of funds without re- 
payment for use in basic construction investment and as the standard working 
capital into the system of loans with interest from the bank. All taxes are 
collected where the enterprises are located. The Central Committee and the 
local governments decide through discussions on the scope of expenditures and 
ascertain the proper portions to be submitted to the Central Committee and 
retained by the localities according to the income of the various localities. 


The conditions are not fully available at present for implementing this 
overall, major reform. An essential prerequisite is to properly readjust 
the economy and resolve the problem of an imbalanced proportion in the na- 
tional economy. In order to carry out this reform, there must be sufficient 
preparation in the period of readjustment. The economic departments and re- 
search units must cooperate with one another closely and start from the ac- 
tual conditions in our country, refer to the experiences of foreign countries, 
put forth various suggestions, compare and discuss them repeatedly, overcome 
our weakness by acquiring others’ strong points and seek practicable methods. 
In the process of investigation and research and formulating plans, we can 
select one or two cities, one or two trades and certain enterprises and com- 
munes to carry out experiments. In sum, there must be a clear-cut direction, 


tirm attitude and steady steps in the reform of the economic management 
system. 
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In the period of readjustment, it is necessary to actively transfor= any- 
thing in the present economic management system which hinders ceadjustment 
and which must be changed as a transition in the reform of the entire sys- 
tem. Steps must be taken now to carry out the three main items below. 


/First, increase the autonomy of the enterprise in management and adminis- 
tration./ It is necessary to exercise unified leadership over the produc- 
tion, supply, marketing and finance in the enterprise in accordance with 

the relations of subordination, and change the conditions of oligarchy and 
unclear designation of position and responsibilities. Under this prere- 
quisite, the enterprise has the right to independently formulate production 
and marketing plans in accordance with state plans and market needs. After 
it has guaranteed the fulfillment of the procurement duties specified by the 
state, it has the right to entrust the commercial departments to market the 
commodities; the enterprise can market commodities which the commercial de- 
partments refuse to sell. It is necessary to change the present method of 
drawing bonus funds for the enterprise according to the total wages, and 
gradually implement by experiment the profit retention system for the enter- 
prise and make necessary readjustments in tax collection, so as to create 
conditions and gradually directly link up the efficiency in enterprise man- 
agement with the development of the enterprise and material gains of the stafi 
and workers. After paying the tax, profits and the capital and interest of 
loans stipulated by the state, the enterprise has the right to make use of 
the profit retention funds as the funds for production development, for col- 
lective welfare and for the reward of staff and workers. 


/Second, reform the financial management system./ Under the condition of 
consolidating unified leadership and unified plans of the Central Committee 
and making provisions for the essential expenditures for the Central Com- 
mittee, the state will experimentally carry out the financial management 
system of “linking up revenue and expenditure, dividing the total amount, 
dividing up the work and assigning a part to each group and heaving no change 
in 3 years" in the provinces, municipalities and autonomous regions, start- 
ing from the year 1980. Two percent is drawn from the total financial revenue 
as the development funds for assisting the economically underdeveloped areas. 


/Third, implement the management of export commodities at various levels and 
increase the local retention of foreign exchange./ It is necessary to gradu- 
ally expand the scope of the local management of export commodities. The ex- 
port commodities under the management of the departments and local organiza- 
tions take the actual procurement amount of the previous year as the basic 
tigure. Foreign exchange is retained according to different proportions 

out of the amount of growth. It is necessary to bring into full play the 
initiative of the local government and departments and carry out export trade 
in a lively way. it is also necessary to increase the proportion of the 
local retention of foreign exchange from the revenue of overseas remittances 
and the tourist industry and from other foreign exchange income not obtained 
from trade. 


There should also be corresponding reforms in certain systems related to the 
three reforms above. hese reforms should be carried out after we have made 
guided experiments at selected points, attained experiences, formulated 
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practicable and effective plans which can eliminate shortcomings and ,ained 
the approval of the state council. 


In the past 2 years and more, we have done a lot of work and attained marked 
results in readjusting and streng’hening the leading bodies in the enter- 
prises. However, there have still been no tremendous changes in the chaotic 
production, poor standard of maragement and poor economic results in the 
enterprise. All this does not conform to the requirements of modernized con- 
struction. We must make use of the opportune moments in economic readjust- 
ments and actually rectify the enterprise. 


tt should be seen that after construction for 30 years, there are several 
hundred thousands of industrial enterprises in the country at present, sev- 
eral ten millions of staff and workers, and several hundred billion yuan of 
fixed assets. There are also a large number of communication and transport 
enterprises, construction eaterprises, commercial enterprises and scientific 
research and design units. In production construction, we have also nur- 
tured and trained a large number of experts, tuchnicians, experienced cadres 
in economic management and skilled workers. All this represents tremendous 
achievements attained by the whole Party and people of the whole country after 
struggles for many years and an extremely important condition for realizing 
the Four Modernizations. We must base ourselves on the present foundation 

to carry out modernization. In readjustment, industrial development must main- 
tain a certain speed. It does not mainly rely on new constructions but on the 
present enterprises. Through rectifying, restructuring and improving, we 

can bring into full play the tremendous potentialities of the present enter- 
prises. Moreover, we should introduce the necessary advanced equipment and 
technology; the speed of development in the future can then be further ac- 
celerated. If we do not raise and get to know the questions in this way, 

if we neglect and even discard the present foundation, modernized construc- 
tion will be but an empty phrase. 


[It is necessary to have a basic analysis of the present enterprise. We al- 
ready have some modernized large-size backbone enterprises. They have the 
technical installation and technological level of the 1970's. The technolo- 
gical and economic target is more advanced, and the productivity of labor is 
relatively high; however, the standard of management is not in step with all 
this. We also have a group of enterprises with a standard of equipment and 
technology equal to that of the 1950's and 1960's. Production efficiency 
can be greatly increased with the necessary technological reforms and inm- 
provement in operation and management. At the same time, we still have a 
greater number of enterprises with outmoded installations and backward tech- 
nology. A considerable portion of these are the “five small enterprises” 
generally referred to which urgently need to be restructured and improved. 
Certainly, there are backward ones among the large and medium-size enter- 
prises and advanced ones among the small enterprises. There must be con- 
crete analysis. 


in readjusting enterprises, it is necessary to start from the above-ment ioned 
actual conditions and distinguish oetween different situations so that the 





enterprises with advanced and relatively advanced technology can attain 

or draw near tothe advanced levei of other countries in the important as- 
pects of technological and economic targets such as output, quality, con- 
sumption, production costs and the productivity of labor. We must enable 
enterprises which are relatively backward in technology and management to 
rapidly catch up with the others and attain the advanced level of enter- 
prises in the same trade in the country in the principal technological and 
economic targets. We must reorganize and even eliminate enterprises with 
extremely backward technology, chaotic management and enormous consumption 
which have suffered losses for a long time and fin’ it difficult to carry on 
their operation. We must, through readjustment, make the present industrial 
foundation play an even great+r role in modernized construction. 


In the course of enterprise readjustment, more rewards should be given to 
the enterprises which rapidly raise their pr.ductivity of labor and other 
technological and economic targets, and surpass the average advanced quotas 
and attain great economic results. The staff and workers should get more 
income. Those enterprises which have a quota lower than the average ad- 
vanced quota and do not attain results rapidly or attain no results at all, 
should get less or no rewards and the income of the staff. Their workers 
can only have little or no increases. 


In enterprise readjustment, it is necessary to grasp the several following 
tasks: 


/‘¥irst, strengthen the leading body, raise the leadership level./ In enter- 
prises where the leading bodies have already been readjusted, efforts must 
be made to raise the management level. in enterprises which have not been 
readjusted, it is necessary to continue to grasp readjustment well. The 
leading cadres in the enterprises must strive to adapt their thinking to the 
shitt in the emphasis in the Party work and concentrate their efforts on doing 
a good job in production. [It is necessary to concentrate our efforts on 
learning management and technology, so that we can truly become experts and 
change our muddled and ignorant conditions. Leading cadres must be highly 
career-minded and must become wise entrepreneurs. They must not be satis- 
fied with things as they are and must overcome inertia to move forward. 
Those people who have a waning revolutionary will, who do not work but have 
practiced factionalism for a long time and refuse to mend their ways despite 
repeated admonitions, cannot become leaders. We must investigate and affix 
the legal responsibility on those who cise serious economic losses and vio- 
late financial and economic principles. 


/Second, set up and improve the scientific management system./ The adminis- 
tration of the enterprises and the mass organizations must be put under the 
collective leadership of the Party committee. All the enterprises must set 

up and strictly implement the various effective scientific management systems; 
in particular, they must strengthen the responsibility system of the leading 
cadres at various levels. The production administration work of iarge enter- 
prises must, under the leadership of the factory director, set up a production 
command system headed by the deputy production factory director, a techno- 
logical work system headed by the chief engineer, an installation managesent 








system headed by the chief machinist and a business accounting work systen 
headed by the chief accountant or chief economist, so that each one has his 
functions and powers and shoulders his own responsibility. Medium-size and 
small enterprises must also refer to this management system with a clear 
division of labor and strengthen the responsibility .ystem of the leading 
cadres. All the enterprises must gradually carry out an all-round quality 
management system from product design, the delivery of raw materials to the 
plant, inspection of production and the packing and sending of products out 

of the factory up to the technological services after sale, so as to build 
quality control upon a scientific foundation. All the enterprises must 
vigorously strengthen the foundation work for enterprise management, set up 
and iaprove various original records, including the data in the production 
process, the analysis of inferior products and records of the goods returned 
and claims for damages and so on, strengthen the work of calculation, testing, 
accounting, statistical work, conducting ccaprehensive inventories and check- 
ing the assets as the basis for improving management and carrying out busi- 
ness accounting. In the course of readjusting enterprises, the relevant state 
departments must firaly grasp the work of economic legislation and formulate 
the necessary economic laws and regulations including factory, laws, labor 
laws, industrial and commercial laws, contract laws and environmental pro- 


tection laws so that the various activities of the enterprises can be based 
on the lLavws. 


/Third, reducate the cadres and generally train staff and workers./ At pres- 
ent, the vocational level of management cadres and the technological levels 

of the workers are not high. The situation of having superfluous staff is 
very serious. In the period of readjustment, it is necessary to generally 
train the leading cadres and management staff and workers by stages and groups. 
The state economic committee has recently held enterprise management study 
classes with the participation of the leading members of the economic conm- 
mittees of various provinces, municipalities and autonomous regions and the 
responeible comrades of the various departments of industry and communication. 
Some departments and localities have also held training classes for factory 
Jirectors or management cadres to study management theories and exchange 
management experience. They have attained good results. These methods are 
excellent and worth popularizing. The various departments, localities and 
enterprises with favorable conditions should all hold various training and 
study classes. They should not stick to only one form, and the time can be 
Long or short. Besides studying politics, they are mainly to learn technology, 
management and economic theory. Those enterprises which cease production for 
readjustment must all the move grasp the training of staff and workers as an 
important task. In studying Marxism-Leninism-Mao Zedong Thought, Party schools 
it ail levels should increase the number of courses in economic management. 

‘ne relevant institutions of higher learning must actively create conditions 
ind offer specialized courses in management. After training, the leading 
cadres at various levels must be well versed in the basic knowledge of pro- 
duction work and economic management in their own trades. Technical experts 
muet master the advanced science and technology of their own particular lines, 
ani as far as possible, master one or more foreign languages. One-third of 








the workers must reach a level of work above grade four. After training, 
cadres and workers must take an examination as the important basis for 
promotion and advancement. Leading cadres who have remained laymen for «a 
long time and proved to be incompetent must be transferred. 


/fourth, strengthen the study of management science./ The le ding economic 
organs and economic research units must reinforce the study of the question 
of enterprise managemert, sum up the experiences of our country, draw lessons 
from the experience of foreign countries and practice while carrying out re- 
search. As soon as possible, they must compile teaching materials for train- 
ing the staff and workers and gradually form a science of socialist manage- 
ment with Chinese characteristics. 


In the course of carrying out readjustment work, it is necessary to continu- 
ously and thoroughly launch the mass movements of increasing production and 
practicing economy. Not only gust the various industrial and compunication 
departments develop this movement, but the agricultural, commercial and other 
departments must also do so. Once production is developed, the resources 

are enriched, waste is cut down and accumulation is increased, it is easier 
to properly readjust the proportional relations of the main departments in 
the national economy and resolve the problems of balances in financial reve- 
nue and expenditure, in market supply and consumption and in the income and 
expenses in foreign exchange and in the improvement in people's livelihood. 
It is necessar to tightly and properly grasp the increase in production and 
the practice of economy at the same time. However, under the present condi- 
tions, it is necessary to pay particular attention to grasping well the prac- 
tice of economy. The various departments in the national economy, in parti- 
cular the industrial and communication departments, must adopt «a thousand and 
one Ways to save coal, electricity, petroleum, and raw and other materials, 
greatly reduce the proportion of rejected products and increase production 
under the conditions of economizing consumption and improving quality. The 
commercial departments must resolutely change the serious phenomena of great 
wear and tear and high circulation expenses of the commodities. Other de- 
partments must also adopt specific measures to economize various expenditures. 
All the communes and teams and state farms in the vast countryside must vigor- 
ously increase the production of various subsidiary farm products and simul- 
taneously economize production expenses and nonproductive expenditures, and 
overcome the phenomenon of increasing production which brings no increases 
and even losses in revenue. The state and collective economic units must 

all revive and foster the glorious tradition of braving hard and bitter strug- 
gles and building our country with industry and frugality. They must run 
factories and shops and manage all affairs through hard work and thrift. The 
leading cadres must resolutely overcome the practice of seeking personal 
privileges, set an example with their own conduct and lead the masses in wag- 
ing resolute struggles against the extravagant and wasteful exploiting class 
which does things in a rough way, indiscriminately squanders away state prop- 
erty, entertains guests and offers gifts. Those who seriously violate f inan- 
cial and economic discipline must be sanctioned according to law. 








Realization of the Four Modernizations, greatly reinforcing the strength 

of the state, gradually improving the people's livelihood, further consoli- 
dating the dictatorship of the proletariat and building our country into 

a strong socialist country is a very great undertaking related to the fate 
of the Party and our country. It will benefit our descendants for ten thou- 
sand generations and is a glorious and formidable historic task of the whole 
Party and people of the whole country. We will spend 3 years to readjust 
the national economy precisely to give an even more solid foundation for the 
development of the Four Modernizations. We believe that under the leader- 
ship of the Party Central Committee headed by Comrade Hua Guofeng, the 900 
million heroic people can bring into full play their wisdom and abilities, 
unite as one and brave hard and bitter struggles. The task of readjusting 
the national economy wil? definitely be fulfilled triumphantly. The cause 
of socialist construction in our country will advance at an even faster pace 
and the great goal of the Four Modernizations will definitely be realized. 
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GENERAL ECONOMIC INFORMATION 


BRIEFS 


SHANDONG BUILDING MATERIALS INDUSTRY--Since the founding of China, the 
building materials industry has been greatly developed in Shandong Province. 
There are now more than 370 county-level building materials enterprises 

and more than 2,300 building materials plants run by communes and brigades 
in the province. The total industrial output value has been increased by 
4,400 percent as compared to that in 1949 and the variety of products has 
been developed from 3 or 4 to more than 40, The annual output of cement 
has been increased from 1,500 to 4 million tons and bricks and tiles from 
several millions to more than 10 billion pieces. [Jinan Shandong Provin- 
cial Service in Mandarin 2300 GMT 24 Sep 79 SK] 
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FINANCE AND BANKING 


NEW FOREIGN EXCHANGE FACILITY IN GUANGDONG 
Hong Kong TA-KUNG PAO in Chinese 2 Aug 79 p 1 


[Unsigned article: “The Foreign Exchange Control Board of Guang- 
dong Province has Established an Account Clearing Operation for 
Joint Operations and Joint Capital Enterprises: Cooperation with 
the Canton Branch of the Bank of China will have a Positive 
Effect on Developing Foreign Trade” ] 





Text ] The Guangdong branch of the State Foreign Exchange Control 
Board was recently formally established and began its foreign 
operations. At the same time, the Canton branch of the Bank of 
China formally separated from the People’s Bank of China. The 
offices of these two operations are both located at No 137, 
Changti [7022 2251], Canton 


The Canton branch of the State Foreign Exchange Control Board and 
the Canton Branch of the Bank of China have joint management and 
centralized control of the entire province's foreign exchange 
matters. Some specific duties are: to strengthen foreign exchange 
controls; to investigate and oversee foreign exchange receipts 
and payments; to jointly manage and administer such international 
account operations as joint capital ventures, trade compensation, 
assembly operations and technical cooperation; to participate in 
foreign-oriented trade and financial activities and talks; to 
handle foreign currency exchange, foreign currency deposits, 
overseas Chinese deposits, overseas Chinese trust management, 
international remittances and overseas Chinese remittances; to 
handle foreign exchange credit and foreign trade credit; and to 
carry out business delegated by the People's Bank of China. 


After the Guangdong branch of the State Foreign Exchange 
Bureau and the Canton branch of the Bank of China begin to 
handle foreign-related matters there will be progress in 
strengthening Guangdong's control of foreign exchange operations, 
which will have a positive effect on the support for industrial 
and agricultural production and will accelerate the development 
of foreign trade. 
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FINANCE AND BANKING 


INTEREST ON OVERDUE INDUSTRIAL LOANS 


Beijing JINGJI GUANLI [ECONOMIC MANAGEMENT] in Chinese No 4 25 
Apr 79 pp 16-17 


[Article by Xu Jinliang [6079 6210 5328] and Zhao Xianda [6392 
6343 6671 1: “Interest Should be Added to Overdue Industrial Loans”] 


[Textl One of the basic economic functions of a bank is the grant- 
ing of credit and the issuing of loans. By organizing the various 
deposits, the banks are able to concentrate temporarily idle 
funds and carry out capital redistribution by granting loans, 
thus promoting development of the national economy. At the same 
time bank loans comprise an important part of the working capi- 
tal of enterprises. Therefore, the distribution and application 
of this enormous amount of credit funding is of major importance 
for the accelerated development of our national economy and in 
improving our management and administration. According to the 
feneral line “develop the economy and ensure supplies” in 
financial and economic work as indicated by Comrade Mao Zedong, 
our bank credit system long ago formulated three excellent basic 
principles: make loans according to plans (planned granting and 
planned use); ironclad goods and materials guarantees; and man- 
Jatory scheduled repayment. The most basic item is making loans 
according to plan and is a requirement for a socialist planned 
economy. The principle of guaranteed goods and materiais is based 
on the prohibition against commercial credit between state en- 
terprises. This guarantees the constant movement of materials 
and the movement of capital. Scheduled repayment is determined 
by the source of the credit funding. These three are interrelat- 
ed and cannot be separated. 


Under the disturbances and destruction of Lin Biao and the "gang 
of four" during the last 19 year, the three basic principles of 
credit management were negated. Banks in many places did not 
conduct loan examination and approval according to plan and did 
not enforce loan repayment schedules. Industrial loans were com- 
monly overdue and could not be repaid on schedule. After the 
elimination of the "gang of four" the national economy quickly 
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developed and both enterprise management and credit management 
were strengthened. Up to the present, however, the banks’ hand- 
ling of the three principles of credit management has not yet 
recovered its previous standards, especially in that it is still 
quite common for loans to have no time limits and not be repaid 
on schedule. These factors underlie the failure of a few major 
economic and technological goals to reach new historical levels 
and also are the reason for the inadequate supply of working 
capital for some enterprise quotas. A number of enterprises 
divert bank loans to financial expenses, blindly accumulating 
large amounts of raw materials and equipment, thus directly 
creating such phenomenon. This has resulted in a large number of 
industrial enterprises having borrowed capital which takes up a 
rather high amount of their output value per 100 yuan, anda 
rather large portion of this loan capital lies idle and cannot 
be circulated, which even results in damage to the credit plan. 


In cases where there is no legitimate reason for an overdue loan, 
regulations now in effect for industrial loans prevent the 
granting of new loans and permit bank confiscation. However, 
part of the loans now overdue are the result of the finance 
departments’ not having set aside adequate working capital for 
the enterprises, and the banks were worried that the enforcement 
of the above regulations would affect production and so did not 
really carry out denial of new bank loans to enterprises with 
overdue loans. This then resulted on the one hand in the non- 
payment of overdue loans and on the other hand in the continued 
granting of bank loans. The current system appears to be rather 
harsh and in reality will be difficult to carry out and thus 
puts no economic pressure on the enterprises. The more commonly 
used method is for the bank itself to make confiscations. 


The credit sanctions against overdue industrial loans ought to, 
and moreover could, be combined with the economic device known 
as interest. Under socialism interist in one portion of an enter- 
prise’'s net income and is a form of socialist accumulation. The 
interest must be added to the costs and if the enterprise does 
not make rational use of the loan and capital turnover is slow 
the interest rate can be increased, thereby increasing costs and 
decreasing profits. The main reason socialist banks collect 
interest on loans is to ensure that the enterprises make rational 
use of the money, to ensure a rapid turnover of capital and to 
strengthen economic accounting. The purpose of adding to the 
interest on overdue loans is also to attain tnis same goal of 
making the enterprises more concerned about the economic con- 
sequences of their own acts. The increased interest on overdue 
loans (to state enterprises, since before this only merchants 
paid interest) was first implemented on 1 January 1956 and the 
interest rate was adjusted three times while the regulations on 
adding interest were not changed and remained in effect for 16 
years. An adjustment was made on 1 January 1972 and then rescind- 
ed. This can be attributed to the disturbances and destruction 


26 








caused by Lin Biao and the “gang of four.” It ought to be actively 
restored ard moreover it ought to be continually improved. For 
example, for the past method the extent of additional interest 

was 10 per cent added on the original interest base. According 

to the present conditions we could consider raising the scope of 
the interest rate. Perhaps we could use a progressive method 
based on the length of time the loan is overdue with higher 

added interest for loans overdue longer. 


The advantage of using the method of additional interest for the 
overdue loans is to spur industry on in strengthening economic 
accounting. If loans are not repaid the enterprises will have to 
pay even higher interest which will cause a corresponding reduc- 
tion in profits. Profits are the best overall goal for judging 
the quality of enterprise management. If the profits are small 
then the enterprise will have reduced funds to draw upon. In this 
way the material benefits involved will produce greater concern 
for paying off loans on schedule. Added interest for overdue 
loans will help both banks and enterprises to work out together 
a concept of time limitations on loans. The repayment of loans 
on schedule by the enterprises will ensure the regular circula- 
tion of the banks's loan funds and then it wi)l be possible for 
the enterprises to acquire loans according to plans, and it will 
be possible for the nation's limited loan funds to be put to 
full use. 





Recently, some comrades have suggested that for those enterprises 
which have demonstrated better economic responsibility the banks 
could provide favored treatment through larger loans and lower 
interest; and, on the contrary, the banks could also institute 

a system of penalties by refusing loans or by charging high 
interest. This is a possible method. We can consider reforming 
the current system of managing bank loans; for example the 

range of loans, the interest rates, and the types of penalties. 
The range of loans ought to be enlarged; different rates of 
interest should be used whenever possible, according to the 
principle of deciding each case on its merits; the types of 
penalties should be increased. It must be said that in the past 
there never has been adequate use of loans as a lever, especially 
in the use of the economic device of interest. Only with rewards 
and punishments will the banks manifest their function in pro- 
metion and control. 





Of course, regarding these overdue industrial loans, the banks 
cannot simply rely on penalties, but should deeysly enter into 

the industries to understand the links of production, supply, 

and sales and help the industries to logically utilize their loan 
Tunas. Only when the enterprises utilize the loans according to 
plan will the scheduled repayment of loans be realized. Whether 
or not a bank is able to recover its loans on schedule is also 
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a measure of the bank's work quality. At present a number of 
enterprises have insufficient quotas of working capital, which 
presents certain difficulties in determining precise time limits 
for loan repayment and in making loan payments according to 
schedule. The “Communique from the Central Committee of the 
Chinese Communist Party Concerning Several Problems in Accelerat- 
ing Economic Development (Draft)” has already clearly pointed 
this out. The task of instituting the "five fixed norms” in 
industrial enterprises will be completed in two years or so. The 
checking and verification of the enterprises working capital 
will enable the banks to complete the conditions for instituting 


methods of resuming the adding of interest to overdue industrial 
loans. ' 
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FINANCE AND BANKING 


BRIEFS 


JILIN SAVINGS DEPOSITS--The people's savings have greatly increased in 
Jilin Province. By the end of August, the total amount of savings deposits 
in both cities and towns was 525.4 million yuan. This exceeded the target 


figure by 97.5 percent. [Changchun Jilin Provincial Service in Mandarin 
1100 GMT 27 Sep 79 SK] 
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FUELS AND POWER 


NEW ELECTRIC POWER UNITS IN HUNAN 
Shanghai WENHUI HUI BAO in Chinese 2 Jun 79 p 3 


(Unsigned article: “Hunan Focuses on Accelerating Construction 
in the Electric Power Industry” | 


(Text ] Hunan province has taken measures to accelerate construc- 
tion of the electric power industry and has achieved outstanding 
results. Between December 1976 and May 1979 the entire province 
put new plants into operation and merged with the power network's 
large, middle and small scale power generating units with a total 
power generating capacity of over 75,700 kilowatts. The added 
generating capacity developed in this 2 1/2 year period is almost 
1/2 the pre-1975 generating capacity. Adding in the latent capa- 
city of the old generating units, in April 1979 the entire pro- 
vince had an actual generating capacity in excess of 120 per 
cent higher than that of last year. 


The generating units newly put into operation in Hunan include 
both thermoelectric and hydroelectric units, with a preponder- 
ance of water turbogenerators. Among these, a total of 10 units 
have — exceeding 2,500 kilowatts, including the No 3 
and No 4 units of the Jinzhushan [6855 4554 1472] thermoelectric 
Plant which each have a 25,000 kilowatt capacity and the No 1, 
No 2 and No 3 units of the Fengtan [7685 3492] electric power 
station which each have a 15,000 kilowatt capacity. Except for a 
few units installed in new power stations, most new units were 
Part of expansion projects and were installed in existing power 
plants or power stations. Other small scale power generating 
units were installed in small rural power stations and in facto- 
ries and mines. 
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HEILONGJIANG COAL PRODUCTION INCREASED 


Shanghai WENHUI HUI BAO in Chinese 20 Jun 79 p 3 


ange article “Heilongjiang Greatly Increases Coal Produc- 
tion" 


(Text ] In Heilongjiang province the mining affairs bureau is 
using all possible means to increase coal production. By May of 
1979 the province's total accumulated production of raw coal was 
1.62 million dun over the state plan quota, an increase of 11.2 
per cent over the figures at the same time for the preceding year, 


while the tunneling footage for the first half year was completed 
41 days ahead of schedule. 


All Heilongjiang mines are firmly carrying out development of 
latent capacity, innovation and transformation of the present 
mines to guarantee continued development of coal production. 
During the past few years the first batch of 34 old mines stress- 
ing transformation projects have already began to show beneficial 
results. By the end of last year the province's major coal mines’ 
coal production was 4.83 million dun higher than the pre-transfor- 
mation production of 1975. Simultaneously, all mines strengthened 
technology control and carried out technology training of the 
workers, thus giving full scope to the efficiency of the coal 
extraction machines. By April 29th the coal production plan for 
the first half year was fulfilled. 


11582 
CSO: 4006 


31 








FUELS AND POWER 


POWER GENERATION--Hydroelectric stations of the northeast power grid had 
overfulfilled the annual power generation plan by 15 August, 4 and 1/2 
months ahead of the schedule. By that time the power supplied to the 
northeast power grid had increased by one billion kilowatt hours over the 
record of the same period of last year. [Changchun Jilin Provincial 
Service in Mandarin 1100 GMT 20 Aug 79 SK] 


LIAONING POWER GENERATION--As of the end of July the hydroelectric power 
stations in Liaoning Province had prefulfilled the annual power generation 
plan of 1.6 billion kilowatt hours. Total power output up to the end of 
July was 1.4 times greater than the record for the corresponding period 
last year. This eased the tension in the supply of electricity by the 
northeast power grid. [Shenyang Liaoning Provincial Service in Mandarin 
2200 GMT 13 Aug 79 SK) 


FUEL AND POWER CONSERVATION--From January to August, Northeast Oil Trans- 
port Adminiz<:c«ation overfulfilled monthly crude oil procurement task, con- 
served 19 million kwh of electricity and saved 14,000 tons of fuel oil, 
reducing per-unit consumption by 5.9 percent and increasing profit handing 
over to the state by 4.86 percent as compared to those of the same period 
of last year. [Shenyang Liaoning Provincial Service in Mandarin 1100 GMT 
9 Sep 79 SK] 


EXTRA POWER PRODUCED--As of 15 August, various hydroelectric power plants 
under the northeast power grid overfulfilled the annual state power gene- 
ration plan, producing an extra electricity 110 million kilowatt hours. 
[Changchun Jilin Provincial Service in Mandarin 2200 GMT 1 Sep 79 SK] 


SHANDONG OIL PIPELINES--With the development of oil and natural gas indus- 
try, Shandong Province has, during the past 6 years, laid 9 oil and gas 
pipelines, totaling 1,539 kilometers in length. These pipelines, passing 
through 9 prefectures and municipalities and connecting 41 counties, have 
greatly facilitated the transmission of oil and natural gas and reduced the 
burden on railways. [Jinan Shandong Provincial Service in Mandarin 2300 
GMT 22 Sep 79 SK] 





HEBEI POWER STATIONS--Im Hebei Province, more than 40,668 production bri- 
gades run their own power stations. The length of the high-pressure elec- 
tricity transmission line reaches more than 80,000 kilometers and 786 
emali-scale hydroelectric power stations were built by the end of last 
year which possess 62,800 kw of power generation capacity. [Shijiazhuang 
Hebei Provincial Service in Mandarin 1100 GMT 21 Sep 79 SK] 


JILIN COLLIERIES--Since 1970 Shulan County in Jilin Province has opened 
28 small-scale collieries run by the communes and brigades, and their 
output has been able to satisfy the needs of daily life of the people 
across the county. According to statistics, during the period from 1970 
to the end of 1978 these collieries produced more than 1.73 million tons 
of raw coal and accumulated more than 4.27 million yuan of funds. [Chang- 
chun Jilin Provincial Service in Mandarin 2200 GMT 11 Aug 79 SK] 


CSO: 4006 











PRC ECONOMIC JOURNAL HITS SMALL IRON, STEEL PRODUCTION 
Beijing JINGJI GUANLI in Chinese No 5, 25 May 79 pp 11-13 HK 


[Article by Zhang Biwei [1123 7300 9485]: "'Small Scale Iron and Steel 
Production’ Must Be Readjusted"] 


[Text] At present, our country's iron and steel enterprises below the 
prefectural and county level, are plagued by many problems in production 
and management. This is incompatible with the demands of the Four Moderni- 
zations and must be resolved in he process of readjusting the natioal 


economy. 


The current problems facing “small-scale iron and steel production” are 
primarily backward technology, poor quality products, low labor produc- 
tivity, high production costs and great losses. In realizing the Four 

Modernizations, should we adopt the principle of relying on development 
or the principle of consolidation and raising the existing foundation? 

Or should we adopt some other principles? This is an important problem 
which deserves our consideration and solution. 


This article expresses some personal observations on the subject with 
special reference to the basic conditions of “small-scale iron and steel 
production” in Hunan province. 


Hunan province now has 41 “small-scale iron and steel” enterprises (owned 
by the whole people) at the prefecture and county level. With the exception 
of the two factories in Hengyang specializing in rolled steel pipes and 
steel plates, the remaining 39 enterprises are running at a loss. The 

to si amount of the deficit for 1978 was 31.41 million yuan. These enter- 
prises have a total of 50 small blast furnaces with a total capacity of 
676 cubic meters and are designed to have an annual output of 250,000 tons. 
The planned target of iron production for 1978 was 75,000 tons while the 
actual output was 118,000 tons including about 20 percent which was off- 
grade iron. The production cost for pig iron was 336 yuan per average unit 
and the highest was about 800 yuan. The loss involved in the smelting of 
iron was 22.4 million yuan. The average loss for each ton of pig iron was 
190 yuan. The coke ratio averaged 1,300 kg and the highest was 2620 kg. 
The majority of these enterprises use indigenous coke for iron-smelting 





while only a small minority use simple or machine-made coke. ‘ndividual 
small iron works use charcoal or coal. On the average, about three tons 

of coal is needed to produce one ton of Jndigenous coke. The Lengshuijian 
Iron Works in Hunan Province has two >last furnaces 100 meters high. The 
designed annual output of iron is 100,000 tons. The annual iron output for 
1978 was 75,000 tons of which 99 percent was up-to-grade iron. The produc- 
tion cost for pig iron was 193 yuan per unit and the loss was 337 yuan. 

Each ton of pig iron lost 45 yuan. If the Lengshuijiang Iron Works or the 
Lianyuan Iron and Steel Works utilizes its existing ancillary facilities 

and adds one more blast furnace of 225 cubic meters, its output can cover 
the total output of all the small blast furnaces at prefectural and county 
level in Hunan Province. The annual loss would be reduced by about 20 mil- 
lion yuan, (of course, there will be <dditional costs for the transportation 
of marketed pig iron and raw materials.) The investment needed for the con- 
struction of a 255 cubic meters blast furnace is about 80 million yuan (not 
including the ancillary facilities.) This is about the total amount of pro- 
duction losses for all the small blast furnaces in the Hunan Province for 4 
months. However, the immense losses of small blast furnaces have persisted 
for many years. This is a pitiful situation. The economic account of such 
losses must be settled. Of course, we do not advocate the hasty construc- 
tion of blast furnaces as small as 255 cubic meters. This is just used as 
an illustration. If we use the money to rennovate large blast furnaces and 
tap their potentials to increase their efficiency, the increased output of 
iron will certainly cover the amount lost. In addition, the extent of losses 
can be greatly reduced and we may even make profits. Here, we have only 
made a comparison of economic accounts. As for problems such as sporadic 
suspension of work, low labor productivity, the utilization ratio of ma- 
terial and energy resources in “small scale iron and steel plants” cannot 

be compared. 


After we have raised the problem of the incompatibility of “small-scale iron 
and steel plants” with the Four Modernizations, we must make a historical 
evaluation of the emergence and development of small scale iron and steel 
production. This is the cognitive basis which unifies our approach to the 
present conditions of small-scale iron and steel production. 


The iron and steel industry left behind by the old society was an awful mess. 
After 3 years of recovery and the First 5-Year Plan, the iron output in our 
country increased rapidly. In 1958, the masses had been mobilized, local 
methods were being used, and there was extensive iron and steel production. 
This was the mass production movement which emerged under those particular 
historical conditions. Judging from the whole, the small-scale iron and 
steel industry of our country is built on the foundation of the extensive 
iron and steel production in that year. There are two reasons for the emer- 
gence of extensive iron and steel production in 1958. The first reason was 
the nation. Economic construction demanded iron and steel and everyone vas 
hoping for the rapid development of iron and stee) production. Following 
the rapid advances of the socialist revolution and construction, the contra- 
diction between the backward iron and steel industry and the needs of con- 
struction become very pronounced. The second reason was international. We 
could not rely on foreign aid since the Soviet Union had become revisionist. 











There were also many restrictions on the flow of technology and trade rela- 
tions with economically developed capitalist countries. 


However, since we were inexperienced, we have made many errors in the pro- 
cess of developing extensive iron and steel production. We were not able 

to avoid paying some "school fees." After the 3 difficult years, the Party 
and th2 state adopted the correct principles of adjustment, restructuring, 
consolidating and improving the national economy. The iron and steel indus- 
try was growing steadily again. However, as a result of the disruption and 
sabotage of Lin Biao and the “Gang of Four," the iron and steel industry 
began to fluctuate again. After the overthrow of the "Gang of Four," the 
iron and steel industry resumed its relatively rapid development. The out- 
put of steel production has reached its highest level in history and small 
local iron and steel plants have made definite contributions. Furthermore, 
small local iron and steel production has to a certain extent improved the 
overall distribution of the iron and steel industry, and made definite con- 
tributions :o assisting agriculture, light industries and so on. The masses 
of workers, technicians and leading cadres in small iron and steel industries 
have been laboring diligently under adverse conditions and heavy toil. They 
have made definite contributions to national construction. The historic func- 
tion of small iron and steel production should be correctly assessed. This 
is one aspect of things. However now that the emphasis of our party's work 
has been shifted and we are proceeding with the Long March of the Four Moder- 
nizations, we must provide realistic answers to the practical problems exist- 
ing in small iron and steel industries and handle them seriously. 


{ think that from now on there are only two possibilities for small, local 
iron and steel industries: first, consolidation and improvement and second, 
changing the orientation and closing down. 


First, consolidation and improvement refers primarily to the rennovation and 
transfer of management to provincial iron and steel companies. The targets 
are small but rich iron mines; small steel complexes and small iron factories 
which have workable coal (coke) and iron ore resources, better transport 
facilities, basically complete technological processes and higher produc- 
tion and management levels; and finally steel rolling enterprises which have 
workable sources of materials, products which fall into a pattern and higher 
production and management levels. Small iron and steel plants that have been 
rennovated can continue to operate under the management of specialized com- 
panies of the provincial level. The method of enterprise management by local 
government organs should be changed. 


Second, changing orientation and closing down includes small steel complexes 
which have unworkable or distant iron ore resources or poor transportation 
and external conditions, incomplete technology, lower production and manage- 
ment levels and prolonged losses; iron smelting enterprises which have un- 
workable or distant coal (coke) and iron ore resources, poor transportation 
and external conditions and blast furnaces below 50 cubic meters; and small 
steel rolling enterprises which have unworkable sources of materials, products 
that do not fall into a pattern, or are haphazardly built near large and 
intermediate iron and steel enterprises. 
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To correctly solve the problem of "small iron and steel production" in 


the adjustment of the national economy, the following questions m.:t first 
be solved. 


First, let us look at the question of the principle of self-reliance. Cer- 
tain comrades of county, prefectural or even provincial departments con- 
cerned said: "Where will the iron and steel for our agricultural machinery 
and so on come from if we close down all the small iron and steel plants?" 
Here, we must first clarify what is meant by self-reliance. Comrade Mao 
Zedong pointed out: "On what basis should our policy rest? It should rest 
on our own strength, and that means regeneration through one's own efforts." 
(Mao Zedong,"Selected Works," Vol 4, p 1132). Here, the term “our” refers 

to us, Chinese Communists, the Chinese nation and the Chinese people. Ob- 
viously, the principle of self-reliance of our party and country does not 
mean a closed-door policy. It does not preclude the introduction of tech- 
nology and foreign trade. This is true with external relations as well as 
within centralized socialist country. There is actually no such need for 
certain counties, prefectures or provinces without iron and steel indus- 
tries to run "small and complete” or “large and complete" iron and steel 
industries. Furthermore, we should strengthen planned management and proper- 
ly solve the problems of resources allocation and transportation. 


For certain “small-scale iron and steel plants," part of their production 
targets are for the exchange of needed resources. This was originally an 
abnormal phenomenon. Following the development of construction, the gradual 
enrichment of resources and the strengthening of planned management, the 
problem of locally required pig iron and steel can be solved. 





Second we must look at the problem of walking on two legs. Some comrades 
said: "To bring into full play the two enthusiasms, we must insist on the 
principle of walking on two legs. ‘Small scale iron and steel industries’ 
and ‘large scale iron and steel industries" should be promoted and developed 
at the same time." We must adapt ourselves to the changing situation. Both 
the enthusiasm of central and local levels should be brought into full play. 
However, exerting local enthusiasm does not entail running iron and steel 
industries in all areas. It was always Comrade Mao Zedong's stand to take 
local factors into consideration and work according to the objective situa- 
tion. If a certain area already has a large-scale iron steel plant, the 
locality should try its best to improve its rear-services and other enterprises 
to support the smooth running of this iron and steel plant. Certain areas 
may not have an iron and steel plant. However, they can improve their local 
iadustries and agriculture to support and help improve the iron and steel in-~ 
dustries. All these are efforts to bring into full play the two enthusiasms 
and the principle of walking on two legs. 


Third we must look at the "wind of dismounting." Certain comrades believe: 
"You are putting forward these arguments to revive the "wind of dismounting." 
We answer: "those projects which have to be started should be started. To 
realize the magnificant goals ot the Four Moderrizations, we must work in 
accordance with objective economic laws and strive for economic results. 

In Lengshuijiang Municipality, Hunan Province, a small blast furnace of six 
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cubic meters was built in 1977 one km from the Le gshuijiang Iron Works. 

It is called the East Wind Iron Works. It costs about 140,000 yuan. Its 
annual iron output for 1978 was 1,637 tons of which about 38 percent was 
outgraded. The total loss was 210,000 yuan and 128 yuan of loss per ton 
of iron. The coke ratio was 1,830 kg. It has no fixed coke and iron ore 
supply points. We are not clear about the background for the construction 
of the East Wind Iron Works or why it was built. Obviously, there was no 
practical necessity for the East Wind Iron Works to be built. Let us look 
at another example. There are still several small iron works in Hunan Prov- 
ince which have to rely on charcoal made by chopping down and burning trees 
to smelt iron. This is primitive and harms the natural forest resources. 
Why are these small iron works not abandoned or closed down? Why are small 
iron works with production costs of 500 yuan, 800 yuan or even 1,000 yuans 
per ton of iron not closed down? 


Fourth let us look at “profits as the core." Some people said: “The basis 
of your contention is ‘profit as the core.'" Profit is a comprehensive in- 
dex reflecting enterprise production and results of economic management. It 
is the currency expression of surplus products created for society by the 
masses of enterprise workers, technicians and cadres. It is also the prin- 
cipal source of enlarged social reproduction. Turning losses into profits 

to realize the Four Modernizations is our highest honor. Iron and steel 
cannot be produced without subsidies. Without these subsidies iron and steel 
production would be as impractical as fishing for the moon in the water." 
This saying reflects the present condition of losses in “small scale iron 
and steel production.” However, this situation should be rectified and it 

is possible to do so. There is no need for us to fish for the moon in the 
water. Lenin sharply pointed out: "If we establish trusts and enterprises 
which practice economic accounting but fail to use the merchants’ careful 
calculation and strict budgeting to guarantee our interests, then we are 
indeed fools." (Lenin: “Collected Works of Lenin," Vol 35, p 549). The 
persistent state of serious losses in "small scale iron and steel production" 
is harmful to the state and the people, Why do we not call for the adoption 
of effective measures to solve it? 


Fifth we must look at "pity" and “waste.” Some people said: "Following from 
what you have said, is it not a pity and a waste for so many small blast 
furnaces to cease production?" We believe that from the long term perspec- 
tive, there are gains as well as losses. However on the whole there are 
more gains than losses. Even the blast furnaces and open hearth furnaces 

of the Anshan Steel Works had to be transformed. The open hearth furnaces 
have been pulled down and replaced by new converters. If this is true for 
large blast furnaces, why should we be opposed to abandoning these small 
furnaces. In his book "Capital," Marx provided a very detailed description 
of how the capitalist class built up mechanized large scale industries 
through simple cooperatives and workshop handicraft industries since the 

L5th century. During the industrial revolution in certain European coun- 
tries, the replacement of handicraft labor by machineries caused many family 
handicraft workshops to go bankrupt. Was there unavoidable “waste” involved? 











In actual fact, this kind of “waste” is one form of progress. It is an 
inevitable trend of history. We gained a victory for the New Democratic 
Revolution upon the foundation of semicolonial and semifeudal society and 
proceeded with our socialist construction from then on. If we say that 
current existence of “small scale iron and steel production" is a histori- 
cal phenomenon, then there is no need for us to bring the small blast fur- 
naces into the Four Modernizations. 


Of course, we should be bold enough to raise questions and research methods 
to solve problems. However, in the concrete practice of changing orientation 
and closing down, we must adopt a very careful attitude. We believe that 
the principles for handling problems must be centralized leadership, research 
and investigation, overall planning, differential treatments and positive, 
scrupulous, and skillful handling. We should be able to solve problems as 
well as mobilizing the enthusiasm of various quarters to develop the iron 
and steel industry. We believe that, as long as we strengthen leadership, 
solving problems is not difficult. The key to the question is unifying 
thinking, cognition and determination. Some small iron works can change 
their orientation according to their respective conditions. For instance, 
they can be converted into phosphate fertilizer plants. "Small iron and 
steel plants" that must be closed down have to solve the following three prob- 
lems: 1. The future of existing staff, 2. insuring the planned supply of 
iron and steel products needed by prefectures and counties, and 3. the 

full utilization of existing fixed and working capital of enterprises. The 
first problem can be handled by the metallurgical system. For example, the 
present staff can be reallocated to newly established enterprises or they 
can be evenly distributed by the prefectures and countries. The second and 
third problems should be handled by the provincial planning, metallurgical 
and resources departments through consultations with prefectural and county 
authorities. We propose that the National Planning Commission, the National 
Economic Commission and the metallurgical departments join forces in organiz- 
ing a special committee to proceed with such work. It must first select 
several provinces as experimental units. The special committee of the cen- 
tral government should cooperate with provincial departments concerned and 
recruit comrades from "small iron and steel plants.” They should propose 
pians for consolidating and handling small-scale iron and steel plants after 
research and investigation. 


"The magnificeat goals of the Four Modernizations excite the hearts of the 


people.” “It has always been urgent with many tasks." We have already paid 
the school fees and now, it is time for understanding and solving problems. 
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HEAVY INDUSTRY 


BRIEFS 


NEI MONGGOL INDUSTRIAL OUTPUT--The total industrial output value of Zhao- 
wu-da League, Nei Monggol Autonomous Region, and Baotou Iron and Steel 
Company in the period from January to August increased by 12.3 and 20 per- 
cent respectively over the like period of last year. [Hohhot Nei Monggol 
Regional Service in Mandarin 1100 GMT 17 Sep 79 SK] 


HEBEI METALLURGICAL INDUSTRIES--From January to August, the metallurgical 
industries in Hebei Province made a 56 percent increase in profits and an 
8.27 percent increase in total industrial output value as compared to that 
of the same period of last year. [Shijiazhuang Hebei Provincial Service 
in Mandarin 1100 GMT 21 Sep 79 SK] 
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LIGHT INDUSTRY 


BRIEFS 


EXPORT GOODS PRODUCTION--In Taoan County, Jilin Province, from 1972 to 
1978, the number of plants designed to produce export goods were increased 
from 1 to 9, the varieties and designs of their goods increased from 22 

to 114 and the value of purchased export goods increased from 1,18 million 
yuan to 11.15 million yuan. [Changchun Jilin Provincial Service in 
Mandarin 2200 GMT 10 Aug 79 SK] 


ENTERPRISE FINANCING--Financial departments throughout Liaoning Province 
are accumulating funds to support the development of light industry and 
textile industry. By the end of June, 73 million yuan of funds had been 
given to enterprises of light industry and textile industry to make innova- 
tions in equipment, improve product quality, increase variety and expand 
exports. [Shenyang Liaoning Provincial Service in Mandarin 1100 GMT 

4 Aug 79 SK] 


PRODUCT OUTPUT--As compared with the same period of 1978, during January- 
August period, Liaoning Province increased its output of bicycles by 19.7 
percent, sewing machines by 4.3 percent, wrist watches by 11.7 percent and 
television sets by 300 percent. [Shenyang Liaoning Provincial Service in 
Mandarin 1100 GMT 20 Sep 79 SK) 


GANSU INDUSTRIAL OUTPUT--The total industrial output value of Lanzhou 
Municipality, Gansu Province, was increased by 4.09 percent in August as 
compared to that of July and by 2.46 percent as compared to that of the 
same period of last year, and the profits in August also increased by 31.6 
percent as compared to that of July. The light industry of Lanzhou de- 
veloped even more rapidly. During July and August, the profit rate for 
every 100 yuan worth of products rose by 7.6 percent compared with the 
corresponding period of last year. [Lanzhou Gansu Provincial Service in 
Mandarin 1125 GMT 21 Sep 79 SK] 


LANZHOU PLA UNIT PRODUCTION--Eight plants under the Lanzhou PLA units 
produced 22 varieties of products for civil use and export and created 
10.55 million yuan of output value during January-August period. [Lanzhou 
Gansu Provincial Service in Mandarin 1125 GYT 23 Sep 79 SK] 
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CAPITAL CONSTRUCTION 


PRC JOURNAL DISCUSSES CAPITAL CONSTRUCTION LOANS 
Beijing JINGJI GUANLI in Chinese No 7,25 Jul 79 pp 6-10 HK 


[Article by Wang Furang [3769 4395 4492]: "A Brief Discussion on the Ques- 
tion of Capital Construction Loans" ] 


[Text} 1. Fundamental Reasons Why Returns on Capital Construction Invest- 
ments Are Not High 


Capital construction work has scored great achievements in our country since 
the founding of the republic. However, the returns on investments have shown 
a great difference between various periods. On the whole, during the lst 5- 
year plan and the period of carrying out the 8-character policy of “readjust- 
ment, consolidation, filling in an improvement," returns on investments were 
high. During the 2d 5-year plan and the 10 years in which Lin Biao and the 
"Gang of Four" ran wild, returns on investments were poor, the capital con- 
struction line was stretched, forces were dispersed, management was chaotic 
and waste was great. These problems have not been satisfactorily solved even 
to this day, more than 2 years since the "Gang of Four" were smashed. 


For more than 20 years capital construction investments have all along been 
made in the form of fund allocations. But the main reason why returns on 
investments have not been high lay not in the system of fund allocations 
but in the disruptive activities of Lin Biao and the "Gang of Four" and in 
some shortcomings and errors in our work. These found expression mainly in 
the following ways: 


First, no overall balance was insured. Some comrades had the wrong compre- 
hension that “balance is relative while imbalance is absolute." They attached 
no importance to planned balance and recklessly added and set up construction 
projects with the result that the arranged pla: 5 far exceeded the available 
manpower, material and financial resources. There were those who ignored 
plans and recklessly approved construction items and initiated projects out- 
side plans according to the "chief's will.” Under such conditions, it is 

we wonder the battle line was stretched and forces could not be concentrated 

«ght a decisive battle. 
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Second, the procedure of capital construction was disrupted. Carrying out 
capital construction according to a set procedure--"painstakingly design" 

and then “carefully construct"--is the requirement of the objective economic 
law. But for more than 10 years a number of our comrades completely ignored 
this law and pushed the so-called "do three things simultaneously" (prospect, 
design and construct) measure. It frequently happened that a project was 
hurriedly started before a product scheme was seriously studied and before 
resources were ascertained and designs completed. It was erroneously held 
that this way of doing things might accelerate the tempo of construction. 
However, in the course of construction work, many jobs actually were done 
over again, causing great waste, and changes were made while construction 
was in progress. After a project was completed, problems frequently cropped 
up, and the project could not go into operation. The result was that haste 
made waste and that less, slow, poor and money-consuming results were achieved. 


Third, paying no attention to business accounting and "eating from the same 
pot.” Under the threat of broad accusations by the "Gang of Four" who op- 
posed "control, restriction and pressure" and "profit in command," business 
accounting in capital construction was completely disrupted. Engineering 
estimates and budgets are the necessary basis for controlling construction 
costs; however, for more than 10 years, no budgetary estimates or budgets 
were made in the case of many projects. Even if they existed, they failed 
to play their part in controlling costs. It seemed that spending money over 
and above the budgetary estimates was taken for granted. To construct ac- 
cording to budgets under contracts signed by the building unit and the con- 
struction unit was originally a good system. But for many years the contract 
system was condemned as capitalism and, in the name of “assuming overall 
responsibility,” “eating from the same pot” was practiced. Both the con- 
struction unit and the building unit carried out no business accounting and 
assumed no responsibility. No wonder building costs ran high. 





"Practice is the sole criterion for testing truth." Looking back on the 

"ist 5-year plan" period and the subsequent period of economic readjustment, 
we tind that attention was paid to overall balance and to the procedure of 
capital construction and business accounting and that, consequently, returns 
oa investments were high. During the "2d 5-year plan" period and the 10 years 
in which Lin Biao and the "Gang of Four" carried out disruptive activities, 
overall berlance was overlooked, capital construction procedures were dis- 
rupted, business accounting was thrown into disorder and returns on invest- 
ments went from bad to worse. 


in we say that the problems in capital construction are not related to the 
i\llocation ot funds? We cannot. The system of allocating funds contains 
_1e element of a supply system. This hinders efforts to rouse the enthusiasm 
of various departments and units to use investments rationally and thriftily. 
First of all, people think in these terms: since it is the state that gives 
money to carry out construction, "why not ask the state for funds?" Often 
they do not carefully consider whether a project is necessary, on what scale 
it should be built and what economic results it can achieve. Ignorant of 





these things they send too many construction applications to the planning 
department. To be sure, the planning department has the right to approve 

or disapprove these applications and also the responsibility to insure over- 
all balance. But excessive requests from the lower level increase their 
difficulties in insuring overall balance. It may be said that the allocation 
system lends itself to the fight for construction items and investments and 
to the extension of the battle line. Secondly, construction units have no 
sense of responsibility for using investments. Since they can repeatedly ask 
for more funds if needed, they are likely to overlook business accounting 
and pay no attention to the economic use of investments. These malpractices 
were found even during the “lst 5-year plan" period when comparatively sound 
systems were in force. It frequently happened that construction units did not 
consciously economize on investments, and the construction bank had to use 
every means to urge them to do so. Even so, the results were not ideal. 

This state of affairs is worth our attention. 


2. The Action of Capital Construction Loans and the Sphere of Its Application 


Inasmuch as certain evils exist in the system of allocating funds for capital 
construction, a change from allocations to loans would be a sort of improve- 
ment. The advantage is that under given conditions, the sense of economic 
responsibility on the part of borrowing units can be enhanced. 


1. It will mitigate the contention for construction items and investments. 
Since money is borrowed money, enterprises and the competent department, be- 
fore presenting their construction items and applications for investments, 
will have to consider whether the construction items proposed are essential, 
whether economic results can be achieved and what is the amount of investments 
needed. They will then present their applications in a business-like way. 
This will mitigate the tendency toward contention for more construction items 
and investments. This circumstance will help the planning department insure 
overall balance and shorten the battle line of capital construction. 


2. It will urge construction units to carry out construction with greater, 
faster, better and more economic results. As loans must be repaid when due 
along with interest payments, the longer the date of repayment is deferred 
the heavier will be the interest payment. This will urge construction units 
to follow the procedure of capital construction, avoid doing jobs over again, 
strengthen business accounting and economize on investments. Moreover, it 
will urge them to accelerate the tempo of construction by every conceivable 
means so that they can repay the loans as early as possible after completion 
of their construction projects. 


3. It will urge enterprises to improve their operation and management. The 
main source of funds for repayment of loans consists in the percentage of 
profits retained. If rewards are given when loans are repaid before they are 
due and if penalties are imposed when loans are not fully repaid when due, it 
will urge enterprises, after their projects are thrown into operation, to im- 
prove their operation and management, lower their production costs and in- 
crease their profits so they can repay their loans when due or earlier. 





To be sure, if capital construction loans are to piay their anticipated 
roles, they must be integrated with the restructuring of the relevant 
systems. (The main thing to do is to put into e!’fect the system of retain- 
ing a percentage of profits, thereby linking loais to the economic inter- 
ests of enterprises.) Moreover, a set of well-conceived systems of loan 
repayments will have to be instituted and seriously carried out. Other- 
wise, capital construction investments will be unable to play these roles. 
Bearing in mind the experience of the construction bank which granted small 
amounts of loans which were in the nature of investments, some comrades take 
the view that returns on some loans were not ideal, saying that some loa: 
were not repaid when due. They are skeptical about the role played by capa - 
tal construction loans. These comrades are wrong. The reason why returns 
on some small loans were not high and some loans were not repaid when due was 
mainly that the borrowers were not strictly examined when loans were granted 
and because a percentage of profits was not retained as the source of loan 
repayment. We should seriously sum up our experience and lessons in granting 
small amounts of loans, restructure our system, institute the necessary sys- 
tems and handle capital construction loans properly. 


Can the allocation of funds be changed into granting loans in all cases? This 
is not possible. To begin with, when borrowing money one must find the sources 
of repayment. The system of granting loans for capital construction is appli- 
cable only to those production enterprises that make profits. It cannot be 
supplied to adminictrative units and institutions or to national defense, 
water conservancy and highway projects that produce no operational income. 

Tt may be difficult to grant loans to those projects that extend over a long 
period of time (particularly the newly established ones) that make very low 
profits. Those borrowing units with a sense of economic responsibility will 
think about repayment when borrowing money. If the repayment date is in the 
distant future, this sense of economic responsibility will fade, making it 
difficult to see the future effects of repaying the loan. 


m tnuis basis, we believe that allocating funds and granting loans for capital 
construction purposes will exist side by side for a long time to come. Along 
with tryine out and popularizing the granting of loans for capital const ruc- 
tion purposes, we must further improve allocation work and take economic meas- 
ures for overcoming the defects in determining allocations. For example, 
Arrangements may be made whereby construction units keep their expenditures 
within the limits of their budgets and production enterprises are given the 
date of investment recovery and the annual task of recovery. These arrange- 
menis may be reinforced with the necessary system of rewards and penalties. 
Concrete methods may be studied further. 


Capital Construction Loans Must Be Based on Plans 


Can capital construction loans break away from the national economic plans 
and can construction items be determined by the bank alone? Absolutely not. 
Capttal construction loans must be based on the national economic plans and 
wust be a supplement to the plans. The national economy of socialist coun- 
tries must be developed according to a plan and in a proportionate way. Capi- 
tal construction is an important part of the national economy, calling for 











huge amounts of funds and labor and huge quantities of materials, which 
must be balanced in the national economy. 


to begin with, a steady, long-term capital construction plan must be worked 
out as the main basis for arranging capital construction items and granting 
capital construction loans. Otherwise, if projects are started this year 
and abandoned next year, it would be unfavorable to the use of loans for 
construction purposes. 


The construction projects financed by loans must have a statement of planned 
tasks according to provisions, make preliminary designs, find out the geo- 
logical conditions and resources, determine the product scope, production 
technology and supply-production-marketing schemes, fix the land for project 
construction and allocate equipment, materials and construction force. After 
approval of the statement of planned tasks and the preliminary design, a 
request may be made to the planning department to include them in capital 
construction plans. With regard to the construction items included in the 
annual plan, a contract may be signed and loans granted after the construc- 
tion bank has made investigations and is satisfied that production condi- 
tions are insured, construction conditions are fulfilled and the borrowers 
have the ability to repay the loans when they are due. 


With regard to construction items to be carried over to the next year, loans 
are to be assessed and granted separately for each year. Once the construc- 
tion items are included in the annual plan and construction financed by loans 
has started, they must be incerporated into the capital construction plans 
for subsequent years according to the terms of the loan contract and the 
construction force must be correspondingly arranged without leaving any gap. 
This must be done in order to insure continuous construction and a completion 
of projects according to or ahead of schedule. 


To sum up, in the first year the construction of the items financed by loans 
starts. A loan contract should be signed after the construction items are 
included in the annual capital construction plan which serves as the basis of 
a loan contract. In subsequent years, the construction items for which a 


contract has been signed must be included in the annual capital construction 
plans. Thus the Loan contract serves as the basis of annual capital con- 
atruction plane. This te a dialectical relationship of depending on and 


supplementing each other. 


In order to bring the flexible role of loans into fuller play, the construc- 
tion bank may, on the basis of applications from the enterprises concerned 
and within the limit of the target set in the state plans, grant small amounts 
of capital construction loans for small construction items guaranteed by the 
competent department. These small construction items must be such that 
products are urgently needed, conditions are fulfilled, the time limit for 
projects is short, quick results can be achieved, more profits can be earned 
and investments are under one million yuan. To insure that construction 
projects are completed and go into operation according to schedule, thus 











making it possible to repay the loans when due, it is imperative to arrange 
for the planned supply of materials and goods for capital construction pur- 
poses. It is necessary to allocate adequate materials and equipment accor/- 
ing to the loan plan for the current year. These materials and goods shoud 
be controlled and their supply organized by the organization in charge of 
capital construction materials and goods and the organization for supplying 
complete sets of equipment. The borrowing unit should draw up applications 
for materials and equipment according to actual needs. After the organiza- 
tion in charge of capital construction materials and the organization for 
supplying complete sets of equipment have verified the needs and exanined 
and approved the applications, the suppliers and the applicant will sign con- 
tracts to insure the supply of materials and equipment according to schedule 
and regarding quality and quantity. Any party «hich violates the contract 
shall compensate for any financial losses to the other party. 


4. Implementing the System of Retaining a Percentage of the Profits Is the 
Necessary Condition for Handling Capital Construction Loans Properly 


Can capital construction loans encourage enterprises to carry out capital 
construction and production operations successfully and accelerate the repay- 
ment of loans? This will depend on whether capital construction loans are 
in line with the economic interests of enterprises. For this reason, along 
with handling capital construction loans, it is imperative for the enterprises 
concerned to retain a percentage of their profits. The percentage of profits 
to be retained may be assessed and decided for various trades and then con- 
cretely assessed and decided on by the department concerned in the individual 
enterprises. Under normal conditions, the profits retained by enterprises 
may be divided into two parts, namely, funds for developing production, and 
weltare and reward funds for staff and workers. The department concerned may 
concentrate these funds for unified use. Having built up their funds for de- 
veloping production, enterprises will have greater initiative in construction. 
when their funds for developing production fall short of needs, they may apply 
ior capital construction loans a8 a supplement. It is imperative to stipu- 
late in the contract the date of repayment by the borrowing enterprise and 
the percentage of profits to be retained during the period of repayment. This 
percentage includes the normal profits to be retained as well as the addi- 
tlonal percentage assessed and decided on the basis of actual needs for repay- 
ment. Upon the expiration of the date of planned repayment, the additional 
percentage will be canclled. In short, after implementing the system of 
retaining a percentage of the profits, rational arrangements may be made 

the repayment of the principal and the payment of the interest. This 
will encourage the enterprises concerned to improve their operations and 

inagement and speed up repayment. 


Atter implementing the system of retaining a percentage of the profits for 
the enterprises, the funds for developing production (including the depre- 

lation fund retained) in the hands of the department concerned and enter- 
prises should be deposited in the construction bank. This is because: First, 
enterprises should use their production funds for capital construction pur- 
poses under the supervision of the construction bank. Second, when the 
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borrowing enterprises fail to repay their capital construction loans, the 
may deduct the loans from their deposits. Third, these 


deposits may be used for replenishing the credit funds of the construction 
bank. 


Since capital construction loans have close connections with the restruc- 
turing of the relevant systems, particularly the system of retaining a per- 
centage of profits, we must assume a positive attitude and take steady steps 
to pursue the policy of granting capital construction loans. Personally, I 
think that this year some construction projects in the light and textile 
industries, where the construction period is short and recovery of invest- 
ments is quick, may be selected for the experiment, and that on the basis of 
summing up experiences we may push on step by step along with the restruc- 
turing of the economic management systen. 


5. It Is the Glorious Duty of the Construction Bank to Handle Capital Con- 
struction Loans Properly 


The construction bank has been handling the allocation of funds for capital 
construction for 25 years since its establishment in 1954. From now on, it 
will be its unshirkable, glorious duty to start the capital construction loan 
business along with handling capital construction allocations properly. 


in socialist countries, capital construction is carried out according to uni- 
fied state plans while the circulating production funds are placed under quota 
management. For this reason, capital construction funds and circulating pro- 
duction funds must be strictly separated and may not be diverted for other 
purposes, otherwise capital construction plans will be upset and the quota 
management of circulating funds will be disrupted. Furthermore, because of 
their different characteristics capital construction funds and circulating 
production funds should be managed in different ways. Funds allocated for 
capital construction purposes need not be repaid, and the methods of super- 
vising allocations are entirely different from those of managing the cir- 
culating funds. Capital construction loans include large amounts and a long 
turnover period and differ in character from loans for circulating funds. 

For this reason, it will be necessary for the construction bank and the 
people's bank to handle capital construction fund allocations and loans and 


the circulating funds separately. This conforms with the objective economic 
laws. 


The construction bank rose and fell several times in the handling of allo- 
cations of capital construction funds over the past 20 years and more. When- 
ever “lLeftist™ deviation appeared in economic work, ignoring the planned 
balance, capital construction procedures and business accounting, the con- 
struction bank had “its signboard smashed" and “broken up." During the 10 
years in which Lin Biao and the “Gang of Four” carried out their disruptive 
activities, the construction bank was virtually eliminated. But each time 
after it was “emashed,” the construction bank came back and rallied its 
forces amid the objective needs of the national economy. Practice has proven 


that the existence of the construction bank is in conformity with the objec- 
tive economic laws. 





Some comrades have suggested establishing an investment bank 

while starting a capital construction loan business. I think there is 

need for this. The reason is that the character of capital construction 
investments remains the same whether they are made in the form of allocations 
or in the form of loans. Moreover, they are made under 

fied state plans. If capital consrruction allocations 
separately by the construction bank and the investment bank, it 
inconvenience in operations and a waite of manpower. The construction bank 
has a comparatively integral organization and has accumulated many years of 
experiences in handling capital construction allocations and small amounts of 


investment loans. It is in an advantageous position to handle capital con- 
struction loans. 


Handling capital construction loans, the construction bank will assume heavier 
economic responsibility. The economic responsibility of construction units 
will also become heavier. In the past, after having allocated funds to «a 

unit and made a final account of a completed project, the bank thought that 

it had completed everything. Things will be different from now on. After 

a project has been completed and goes into operation, the bank will have to 
supervise and encourage the enterprise concerned to do a good job of produc- 
tion until it has paid off the principal and interest on its loan. Nor will 
the allocation work remain at the original level. It will have to be improved 
and raised according to the objective economic laws. Along with this, the 
construction bank will have to operate like an enterprise by strengthening the 
leadership relations between the higher and lower levels and bring its role 

as a supervisor into full play. 
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CAPITAL CONSTRUCTION 


ACCELERATED HOUSING CONSTRUCTION IN SHANGHAI 
Shanghai WENHUI HUI BAO in Chinese 20 Jun 79 p 3 


[Unsigned article: “Shanghai Housing Construction Speeded Up 
This Year” ] 


[Text ] By the end of June this year Shanghai housing construction 
had already reached a total area of 1.08 million square meters. 
All construction units battled night and day, using all possible 
means to increase the pace of construction and guarantee com- 
pletion of this year's housing construction tasks. 


The tasks in housing construction for this “ear show a large in- 
crease over those of last year. Therefore, there has also been a 
large amount of such work as acquiring land, tearing down old 
buildings and moving others, planning, construction, materials 
supply and construction of all additional components. The con- 
cerned units of capital construction departments and affiliated 
organizations are motivated by the spirit of the Third Party 
Plenum, positively implement the direction of adjusting the 
national economy, deeply enter into a movement to develop pro- 
duction savings, shoulder a heavier burden and fight in coordi- 
nation. The broad construction workers race against time, contend 
in speed and concentrate manpower to fight a war of annihilation, 
and struggle to make a greater contribution by turning new hous- 
ing over for use sooner. 
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CAPITAL CONSTRUCTION 


BRIEFS 


TIANJIN HOUS ING--By the end of August, new houses with 676,000 square 
meters of floor space had been built in Tianjin Municipality, and nearly 
50,000 people had moved into the houses. [Tianjin City Service in Mandarin 
2330 GMT 20 Sep 79 SK] 


STAINLESS STEEL PLANT--A small-sized stainless steel plant which is located 
near the (Yishan) Commune in Jinxiang County, Shandong Province, has been 
built and put into production. It has been able to produce 7 categories 

of alloy steel and to make more than 100 categories of alloy steel firtings. 
As of now, the plant has signed more than 50 contracts with buyers for 
processing products. [Jinan Shandong Provincial Service in Mandarin 2300 
GMT 11 Sep 79 SK] 


CSO: 4006 

















TRANS PORTAT ION 


BRIEFS 


NEL MONGGOL RAILWAY LINES--With the help of departments concerned, the 
Datong-Baotou railway trunk line, with a total length of 432 kilometers, 
is under reconstruction. It is estimated that after reconstruction, the 
freight volume of this railway line will be twice as much as before. A 
certain PLA unit is now rebuilding the Tangliao-(Huolinhe) railway and the 
quality of laying a 127 kilometer railway track in September meets the 


required standard. [Hohhot Nei Monggol Regional Service in Mandarin 1100 
GMT 25 Sep 79 SK} 


LIAONING HIGHWAY CONSTRUCTION--Great achievements have been scored in high- 
way construction of Liaoning Province in the past 30 years. By now the 
total Length of highway has reached some 30,300 kilometers--an increase of 
300 percent over that prior to the founding of the PRC--and the highway 
cargo transportation volume is 17.7 times greater than that prior to the 


founding of the PRC. [Shenyang Liaoning Provincial Service in Mandarin 
1100 GMT 22 Sep 79 SK] 
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